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Foreword

In this book the new political role of corporations in the execution of trans-
national governance functions is analyzed. Governance beyond the state
faces considerable challenges since economic globalization has exceeded
the capabilities of any single state and even of intergovernmental govern-
ance systems to provide public goods effectively. Against this background,
new forms of self-regulation, notably in the socioeconomic and environ-
mental fields, are emerging in which business corporations participate in
norm setting. There is a shift in the division of labor between the public and
the private sector in the provision of governance functions.

By conceptualizing this role change of business actors as corporate norm-
entrepreneurship and employing a coherent set of criteria for its evaluation
this book examines to what extent the contributions by private norm-
entrepreneurs to global governance can be meaningful supplements or
even substitutes for public regulation. We believe that the results of our
research will contribute to a better understanding of the potential and the
limits of private self-regulatory arrangements as components of a future
global governance architecture. We take stock of private contributions to
transnational governance, investigate under what conditions which kinds
of contributions can be expected, and evaluate their implications for the
effectiveness and legitimacy of governance beyond the state.
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Part 1
The Research Context

International Relations research is facing an increasing involvement of the
business sector in transnational norm setting and norm development. The
aim of this book is to explore the conditions under which corporations can
be expected to make meaningful contributions to global governance. Part
I provides the conceptual background for a better understanding of the
new interplay among the state, the business sector, and civil society in the
co-performance of governance in the transnational sphere. It outlines basic
concepts and assumptions for the study of corporate norm-entrepreneurship.
Chapter 1 deals with a still underconceptualized role shift: Companies are
re-inventing themselves as political actors in an increasing number of self-
regulatory arrangements. The chapter reflects the political and analytical
challenges that are provoked by assigning regulatory functions to profit
driven, self-interested market actors. Chapter 2 introduces the core concept
of this study: corporate norm-entrepreneurship. Based on this concept, a
representative sample of ten companies is selected that contains particu-
larly proactive norm-entrepreneurs. These ten companies are at the center
of the empirical analysis of the conditions under which corporate norm-
entrepreneurship is likely to occur. Chapter 2 ends with identifying three
clusters of potential explanatory factors for corporate norm-entrepreneurship
that are put to the test in Part II: the social and political environment, cer-
tain characteristics of the corporations themselves, and the institutional
design of self-regulatory arrangements.
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1

Introduction: Corporate
Norm-entrepreneurship and
Global Governance

Effective and legitimate governance beyond the state faces considerable
challenges. The traditional mode of interstate accords seems increasingly
insufficient to provide reliable and sustainable solutions to collective prob-
lems at the global level. Against this background, emerging new forms of
private self-regulation may be seen as possible solutions. To establish how
far these expectations are justified and to what extent private contribu-
tions to global governance can be supplements or even substitutes for pub-
lic regulation, the aims are as follows: to take stock, in empirical terms,
of private contributions to transnational governance systematically as an
expression of the new interplay among the state, the business sector, and
civil society; to understand better the potential as well as the limits of pri-
vate regulatory initiatives as components of the future global governance
architecture; investigate under what conditions what kind of private contri-
butions to governance beyond the state can be expected; and to evaluate,
from a normative perspective, the implications of these contributions for
the effectiveness, responsiveness, and reliability of public good provision
as well as for power control and the self-determination of the addressees of
private regulatory initiatives.

Governance beyond the state is characterized by remarkable individual
and collective involvement of business corporations, notably in the socio-
economic and environmental fields. There is obviously a shift going on in
the division of labor between the public and the private sector in providing
public goods. This shift toward transnational private governance goes along
with the transformation of traditional roles of actors. The earlier distinc-
tion between governments as being public in form and public in purpose,
while actors from civil society were regarded as private in form and public
in purpose, and business corporations as being private in form and private
in purpose, is no longer valid. As the Bremen TranState Research Centre
rightly claims, this transition and role shift begins with the nation-state itself.
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The golden age of statehood, ideally characterized by a complete overlap of
its four basic dimensions — resources, law, legitimacy, and welfare — at the
national level of the modern Organisation for Economic Co-operation and
Development (OECD) state (see Leibfried and Ziirn 2005), seems to be his-
tory in the age of globalization. With its decline since the late 1970s, various
functions traditionally ascribed to the state have dispersed into the inter-
national realm (internationalization) and to new actors (privatization). The
emerging ‘postnational constellation’ (Habermas 2001) is characterized by
new regulatory arrangements in which the state shares responsibility with
private actors. Governments change their role from providers to enablers of
public goods.

The new phenomenon has been properly described as ‘co-production of
statehood’ or ‘co-performance of governance’ (Schuppert 2008). If it is con-
ceded that economic globalization creates challenges for political steering
that exceed the capabilities of any single state, and even of intergovern-
mental governance systems, making use of the problem solving potential of
nonstate actors in order to master these challenges more effectively seems to
make perfect sense. These challenges call for ‘arrangements in which public
as well as private actors aim at solving societal problems or create oppor-
tunities, and aim at the care for the societal institutions within which these
governing activities take place’ (Kooiman 2000: 139).

Among the numerous strategies employed by national governments to
increase their problem solving capability, the more direct involvement of
private actors in the governance process is of particular interest. This step
toward societal participation was not primarily motivated by democratic
concerns but followed the rationale of increasing problem-solving effect-
iveness by utilizing the knowledge and other resources that only private
actors could provide. Co-opting the former addressees of state regulation as
partners in decision making could also increase the support and acceptance
of political decisions. The expectation of a cooperative response by busi-
ness actors to becoming partners in new governance arrangements relies on
(1) market incentives for corporations to engage in norm setting and norm
implementation, (2) corporations’ strategic interests in avoiding reputational
costs or legally binding public regulation, or (3) the exchange of informa-
tion in learning processes designed to improve corporations’ capacities to
enact their supposedly intrinsically motivated willingness to ‘do good'.

Within the traditional pluralist model of domestic policy-making and
interest, intermediary societal lobbying groups were known as competitors
for access to and influence on public policy decisions. At the domestic level,
this model was first challenged when big nonstate interest groups had to be
included in consensus-oriented, corporatist policy coordination and imple-
mentation. In their new roles, however, they were still dependent on recog-
nition by the state (see Schmitter and Lehmbruch 1979). In the most recent
phase of political modernization, even such corporatist patterns of interest
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intermediation have been left behind and a further dismantling of the hier-
archical relations between public and private actors is taking place through
policy-making and implementation in vertically differentiated political
systems (Benz 2004: 127-30). Increasingly bypassing the traditional polit-
ical institutions of the state, horizontal decision-making mechanisms have
emerged, usually operating according to the modes of bargaining and ar-
guing. On the one hand, this shift from government to governance reflects
the state’s response to ‘societal actors claiming participation in the political
process, while, on the other hand, cooperation with these actors offers the
state the opportunity to obtain informational resources and can improve
the acceptance of certain political decisions’ (Mayntz 1993: 41, authors’
translation). In the domestic context, the traditional notion of hierarchical
state-society relations is giving way to the idea of the negotiating, enabling,
or cooperative state. Sharing responsibility does not necessarily make the
new state weaker than the older, interventionist golden age predecessor. The
shadow of hierarchy is still present. But the post-golden age nation state is
less keen on running things ‘from above’ than on regulating and monitor-
ing self-regulation. It has begun to reduce its own governance contribu-
tions to functions that can exclusively, or most effectively, be provided by
the public sector. Kooiman (2000: 139) thus speaks appropriately ‘of shifting
roles of government rather than of shrinking roles of government as part of
such changing relationships’.

This pattern of originally domestic deregulation and sharing of author-
ity with nonstate actors is ‘increasingly [...] creeping into the international
sphere’ (Cutler et al. 1999b: 15). Today there seems to be a general belief that —
very similar to that previously experienced in the national realm - intergov-
ernmental regimes and organizations are inadequate political instruments
for solving the collective action problems emanating from denationalized
economic, social, and environmental processes. To regard ‘states as the
sole providers of public goods has become an increasingly inappropriate
over-simplification’ because technological and commercial forces, notably
the market-driven diffusion of information technology, ‘alter the relative
capabilities of different types of actors to solve [...] collective action prob-
lems, in particular increasing the capacity of non-state actors relative to
states’ (Florini 2000: 15, 21). In fact, different types of actors can contribute
specific resources: national governments have the monopoly on the legal
authority to set collectively binding rules and to implement these rules with
coercive power. Business corporations are equipped with economic and
technological know-how and financial resources. Actors from civil society
often claim moral and knowledge-based authority as their politically rele-
vant resources.

Within this shift from an originally pluralist to a more network-like con-
text of political decision making, not only states are affected by a funda-
mental role shift (see Gordenker and Weiss 1996; Florini 2000; Fuchs 2005;
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Wolf 2008). Nongovernmental actors, such as those from civil society, are
now facing the same challenge of having to redefine their roles. They, too,
have to reflect upon their traditional role as watchdogs over the misbe-
havior of others, be it governments or corporations, when they enter into
multistakeholder governance arrangements as partners of those whom they
had formerly approached and to some extent still do observe with skeptical
mistrust. The most significant role change concerns the much more dir-
ect involvement of transnational civic actors in core regulatory functions:
originally they had focused either on the input phases of the political pro-
cess, such as agenda setting, norm generation, and program development,
or on the output side of the political process, taking on service functions
in the implementation or evaluation of policies. Now their involvement
is shifting from these peripheries to the actual centre of decision making
within public-private or multistakeholder self-regulation. Rather than just
acting as lobbyists who pressure governments or the private sector to pro-
tect political, economic, environmental, and human rights, nongovern-
mental organizations (NGOs) take on new responsibilities by establishing
cooperative relationships with states and business as initiators or coopera-
tive partners in joint governance initiatives (Doh 2008: 281-90). Within the
new functional division of labor, NGOs are ascribed as having a real impact
on how the world is governed (Van Rooy 2004) by contributing to a free,
fair, and just global order (Taylor 2004). The ‘global civil society’ no longer
merely addresses decision makers. NGOs participate directly as co-regulators
in norm setting and norm implementing governance arrangements of a
public-private or private-private nature.

Corporations may face the biggest task in re-inventing themselves as pol-
itical actors in this changing governance environment. Their new role as
actors with a public responsibility and as partners in the ‘co-production of
statehood’ or ‘co-performance of governance’ (Schuppert 2008) rather than
objects of state regulation and targets of NGO campaigning leaves Milton
Friedman’s doctrine behind for good: ‘the social responsibility of business is
to increase its profits’ (Friedman 1970; see also Henderson 2001). Friedman's
argument was based upon considerable preconditions that are highly ques-
tionable in the post-golden age nation-state: he regarded workers, suppliers,
consumers, and, in general, the social community as protected by binding
contracts and a competitive market system in which everybody can freely
express their preferences. Companies were only responsible to their share-
holders and have the duty of putting their needs first, to increase value for
them. This view has become antiquated since economic globalization has
been creating challenges for political steering that exceed the capabilities
of any single state to solve problems of market externalities and incomplete
contracts. With the growing need for the problem-solving potential of non-
state actors to master these challenges more effectively, Friedman’s doctrine
became heavily contested. Scholars in Business Ethics discussed the potential
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of how to address ethical values in organizational management (Stakeholder
Theory) and came up with a much more broad definition of corporate
responsibility (Freeman 1984). Today the scope of corporate responsibility
includes customers, suppliers, competitors, employees, the environment,
local communities, and other stakeholders (Mullins 2005). Corporations
have to cover social and political issues systematically (Donaldson 1989;
De George 1993), such as how business ethics can be a central factor in
managerial leadership in multinational and multicultural settings (Freeman
1991). Some authors operate with an instrumentalist understanding of cor-
porate responsibility, debating whether corporate engagement in social and
environmental issues pays in the long run (Berman et al. 1999), whereas
others apply a social contract approach to ethically embed questions of soci-
etal responsibility (Donaldson and Dunfee 1999). Taking these debates as a
starting point, privatization and internationalization imply that corpora-
tions engage in norm setting and norm implementing activities in the con-
text of public-private or private-private governance arrangements.

1.1 Corporations as political actors: from
problem causers to problem solvers?

With their involvement in transnational governance arrangements, the
roles of governments, international organizations, civil society, and the pri-
vate sector are shifting. The main goal of this research is reaching a more
systematic understanding of the potential and limits of corporate contribu-
tions to governance beyond the state. This does not ignore the fact that
corporations have and probably still do notoriously contribute to inequity,
corruption, environmental degradation, human rights abuses, and violent
conflicts in many parts of the world. ‘Doing business is not a neutral activ-
ity, but an activity that might have negative and positive consequences for
the societal environment’ (Feil et al. 2008: 4). Apart from the numerous
negative examples that portray the destructive societal influence of corpo-
rations, the international community increasingly appears to view corpora-
tions as powerful partners in global governance. In fact, global governance
research has long identified transnational corporations (TNCs) as potent
partners for solving collective action problems that call for the extension of
public policy beyond the state (Reinicke 1998; Higgott et al. 2000; Reinicke
and Deng 2000). Like the state and civil society, corporations are in the
process of redefining their traditional roles, identities, and functions in the
light of the growing regulatory demands to which they are exposed. This is
a new phase in a long cycle during which business actors were addressees of
public legal regulation (‘norm-consumers’) rather than as private regulators
or partners in public-private governance arrangements. Even when business
actors strayed beyond the economic realm into politics, they did so as lob-
byists trying to influence public decision makers. When they contributed
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to the public good, they did so as charitable philanthropists, after work
and not as part of their core business. The new self-commitments and pub-
lic responsibilities expected from them as corporate citizens (Scherer and
Palazzo 2008; Ruggie 2002; Matten and Crane 2005) go far beyond the trad-
itional understanding of corporations as actors who are private in form and
private, for example, commercial, in purpose. Recent research about corpo-
rations in conflict zones found companies engaging in the co-production
of security (Feil et al. 2008: 26-7). However, these emerging patterns of
‘business as partner’ in governance also raise questions about the extent to
which and under which conditions corporations take on responsibility to
serve the public interest and provide public goods.

1.1.1 Corporate norm-entrepreneurship

A growing body of literature reflects the emergence of new governance pat-
terns, including private standard-setting institutions in which corporations
have taken on authoritative roles and regulatory functions (Cutler et al.
1999a; Hall and Biersteker 2002) previously ascribed to the state.

The transnational governance arrangements in which business actors are
active as norm-entrepreneurs can be distinguished according to different
actors’ configurations. They may:

¢ still be initiated, sponsored, or even dominated by the public sector. In
this case, the shadow of (public) hierarchy is still present, but the darkness
of its shade may vary.

e consist of multistakeholder initiatives, where civic groups and business
corporations meet on an equal footing.

® be pure instances of private self-regulation among business actors with no
direct public sector or civil society participation.

Probably the best-known transnational governance arrangement spon-
sored by public actors is the UN Global Compact (Kell and Levin 2003;
Schorlemer 2003; Rieth 2004). It provides a multistakeholder setting where
corporations interact with public actors and civic groups to assist the UN
implement universal values in the areas of human rights, labor, and the
environment (also recently in the fight against corruption). The Global
Reporting Initiative (GRI) is an example of a multistakeholder governance
arrangement that includes corporations, accountancy agencies, human
rights, environmental, labor, and governmental organizations. The initia-
tive establishes a worldwide framework for voluntary sustainability report-
ing of public but mainly private organizations (Global Reporting Initiative
2003; Kolk 2004). The Wolfsberg Group serves as an illustration of a trans-
national regulatory initiative based purely on private self-regulation. In this
initiative, 12 globally operating banks (Pieth and Aiolfi 2003a) develop and
implement guidance documents for the prevention of money laundering. In
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addition to such collective initiatives, the debate on corporate social respon-
sibility (CSR) has also increased corporate norm promotion at the level of
individual companies. Company codes of conduct have spread into policy
areas such as human rights, social standards, environmental protection,
and the fight against corruption.

In all of these initiatives, companies act very similarly to the norm-en-
trepreneurship usually associated with actors from civil society. Taking the
fight against corruption as an example, transnational corporations have
played a major role in the reframing of corporate bribery activities that were
formally seen as entirely legal and partially legitimate. These corporate ac-
tivities have been called into question and it was agreed that new standards
of behavior were required. TNCs engaged as ‘meaning managers’ by creating
new ‘cognitive frames’ and establishing ‘new ways of talking about and
understanding issues’ (Finnemore and Sikkink 1998: 897). Even though cor-
porations may not have been the only or first actors to advocate a particular
new norm, it does not diminish the quality of their norm-entrepreneurship
but shows that corporate actors have to be included as part of a broader ad-
vocacy network which includes those actors working internationally on an
issue.

In accordance with classical norm-entrepreneurship, corporate engage-
ment for new standards of behavior often takes place against a preexisting
normative space. In most cases, a new norm has to be established over a
competing prior one (Finnemore and Sikkink 1998: 897). Corporate engage-
ment in the new common standard of behavior in non-financial reporting
(Dingwerth and Pattberg 2009; Kolk 2004) is an example. It did not take
place in a normative vacuum but had to be established against the prior
norm of fiduciary duty and financial reporting. In the early 1990s, non-
financial reporting was first practiced and advocated by a small number
of pioneering corporations, which published environmental reports. These
non-financial reports thereafter became precedents and best practice for the
creation of common guidelines that contributed to the delegitimization of
nondisclosure. Corporations reframed the problem of nontransparency of
non-financial issues in a new way and thereby reacted to increased public
attention and growing demands for non-financial corporate information.
For example, BASF AG Germany released its first environmental report in
1988 and Dow Chemical Canada Inc started individual non-financial dis-
closure in 1990. These two pioneering companies engaged as ‘norm lead-
ers’, triggering the diffusion of the norm. Later on, companies such as the
Aveda Corporation, General Motors, American Airlines, Coca-Cola, and
McDonalds also acted as promoters of the norm by voluntarily testing com-
mon reporting guidelines (Brown et al. 2007: 4; Pattberg 2007: 162). Since
1997, non-financial reporting has moved from ‘a fringe activity pioneered
by socially conscious but non-mainstream companies into a credible and
serious practice embraced by a number of major corporations’ (Wheeler and
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Elkington 2001: 4). It is an institutionalized standard of behavior in the
GRI, making ‘reporting on economic, social and environmental perform-
ance as routine and comparable as financial reporting’ (Global Reporting
Initiative 2003: 4).

Such examples of corporate norm promotion underline the most signifi-
cant difference between classical norm-entrepreneurs and corporate norm-
entrepreneurs because the latter target themselves with their reframing
efforts. Corporate norm-entrepreneurship aims at self-regulation. Taking
on the role of norm-entrepreneurs, corporations engage in establishing new
normative standards for the business sector. This differs from the norm-
entrepreneurship of NGOs and epistemic communities who usually want
to commit other types of addressees, like states and business actors, to the
norms they promote. Using the terminology of Nadelmann (1990) and
Finnemore and Sikkink (1998), corporations act at two consecutive stages of
norm emergence in two different roles simultaneously: as norm- (or moral-)
entrepreneurs and as norm leaders or ‘regime proponents’. As a conse-
quence, the strategies and instruments of corporate norm-entrepreneurship
also differ from those of other norm-entrepreneurs: NGOs, in seeking to
change the practices of states, work mainly through discourse, shaming,
and lobbying strategies. Corporations often start by changing their own
behavior, thus offering best practice for imitation by other companies that
may lead into collective self-commitments.

1.1.2 Three ways of understanding the norm-oriented
engagement of business actors

But why should business actors accept and perform this new political role
of norm entrepreneur? What will they make of it, and under what circum-
stances? The range of answers to these questions goes way beyond the
predominantly skeptical views which have traditionally dominated the dis-
course about the ‘privatization of world politics’ (Briihl et al. 2001; Korten
1995).

The very notion of corporate, social, or environmental responsibility
seems to contradict conventional wisdom that starts out from the actor-
centered assumption that the prime function of business actors is, and has
to be, profit maximization. Survival in the marketplace generally rules
out norm-oriented behavior. No code of conduct would ultimately be cap-
able of setting market demands by force. However, this assumption and
the consequences derived from it are an inappropriate oversimplification.
They neglect the fact that the marketplace is not the only environment that
makes demands on business. Rational business actors have to take into
account the challenges posed by globalized markets and those emanat-
ing from the state and from transnational civil society. The interaction
of the three worlds of market, state, and civil society make up a norma-
tively enriched environment, to the extent that ‘market rationalism’ may
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acquire a different meaning under these altering context conditions. In
the face of public pressure or the threat of state regulation, ‘doing good’
may be the most rational strategy for business to evade the risks associated
with adverse campaigning or public regulation (Conzelmann and Wolf
2007b).

This expectation rests on the assumption that private norm setting and
norm implementation, which typically fall into the category of ‘soft’ and
voluntary modes of governance, are driven by businesses’ intention to avoid
state intervention in the market. In order to achieve this goal, private self-
regulation must succeed if it wants to prevent legally binding regulation
being imposed. However, this embedding in pending public regulation
could have yet another impact on private efforts trying to anticipate and
prevent state intervention: even if public regulation follows at a later stage,
its substance would be preshaped by the norms and rules of private self-
regulation. These expectations of the potential impact of the fear of forced
compliance go along with the suspicion that in the absence of this ‘whip’
the reliability of voluntary self-commitments would suffer. In order to meet
certain demands on political regulation, private self-regulation would there-
fore always depend on the capability and the willingness of public actors to
intervene.

Quite similar to the threat of state intervention, there is another envir-
onmental factor that could make corporate norm setting and norm imple-
mentation a rational strategy for business actors to pursue: the embedding
of market actors in a societal environment in which civic groups are vigilant
and strong enough to turn public attention to business conduct. In this
case, the underlying assumption is that the reputational costs associated
with public shaming will increase the likelihood of voluntary unilateral
or multilateral normative self-commitments by companies and that their
rules are actually implemented. Even if companies proclaim normative self-
commitments only for strategic reasons without actually being convinced
of their appropriateness, the importance of the societal environment lies
in securing rule consistent behavior by helping the logic of rhetorical self-
entrapment to unfold.

Such rationalist conceptualizations still rely on fear of coercion and self-
interest as the only drivers for business contributions to global governance.
In contrast to this, constructivists employ the logic of appropriateness
and point to the emergence of a global epistemic community made up of
likeminded corporate leaders, scientists, and public regulators who have
defined certain standards of appropriate behavior for firms (Haufler 1999:
2135). On the basis of these considerations and in trying to define their new
role in relation to the public sector and transnational civil society, business
actors have to choose from three ideal role models (see Wolf 2005): They
can either follow a narrow market rationalism, a complex market ration-
alism, or an intrinsically norm-oriented behavior. While narrow market
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rationalism would consider societal and political forces as influential only
insofar as they can be translated into short-term risks and opportunities in
the marketplace, complex market rationality would anticipate reputational
and political costs in the cost-benefit calculations of business actors. Finally,
the existence of a normatively textured environment may also give rise to
increased reflection on corporate responsibility and recognition of certain
values as guiding principles for business conduct. The ultimate result of ori-
ginally strategic norm-orientation may be an intrinsic motivation by busi-
ness to observe and implement ethical principles even where there is no
clear economic or political incentive to do so.

In the light of the choices described here, the notion that corporations still
are and will remain private in form and primarily private in purpose when
they engage in norm setting and norm implementation remains valid. In
fact, the remarkable number of transnational private governance arrange-
ments suggests that corporations have mutated into economic-political
hybrids in the sense of being more or less private in form but definitely more
than private in purpose and responsibility. This hybridism is also reflected
by the multitude of rationales companies employ when they participate in
transnational governance initiatives whose compliance mechanisms are
based on highly varied assumptions about what will make business actors
comply. Some rest on sanctioning through market mechanisms or rely on
the threat of naming and shaming campaigns; others want to attract com-
panies by appealing to their assumed interest in ‘doing good’ and by offer-
ing learning forums.

When we expect business corporations to redefine themselves as political
actors and proactively contribute to the provision of public goods in the
context of transnational governance initiatives, it is therefore not neces-
sarily presupposed that they have abandoned their profit-oriented ration-
ality and mutated into dedicated followers of a new logic of appropriateness.
Corporations’ engagement in norm setting and norm implementation still
leaves enough room for very different assumptions about their motives.
These motives can be, on the one hand, a more enlightened understand-
ing of what the business case actually is under changing circumstances,
to real ethical concerns, on the other. Here, neither the side of the ration-
alist nor that of the social-constructivist camp is taken in examining cor-
porate norm-entrepreneurship. Instead, the general question of whether
this is a phenomenon of strategic or intrinsic norm-orientation is left open.
Different motivations leave space for corporate norm-entrepreneurship.
Nevertheless, from the findings on the explanatory weight of the factors
analyzed in Chapters 3 to 6 more can be learned about the validity of com-
peting assumptions. After all, external incentives or pressures have to meet
certain addressee dispositions to have effect, and the choice of particular
governance arrangements can be interpreted as evidence of a predominant
rationality.
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1.1.3 What is new about corporate norm-entrepreneurship?

Is this role of corporations as norm-entrepreneurs really that new? Indeed,
there is a long tradition of states outsourcing public functions to private
entities, which is often overlooked in the narrow focus on the golden age of
statehood. Granting royal charters to companies in the early modern period
is an example (see Wolf 2010) of a reaction by governments that lacked
the capacity or willingness to provide public goods effectively when faced
with a growth of transborder economic and social transactions. The his-
tory of states sharing public responsibilities with private actors makes the
golden age nation-state, in the shadow of whose self-assumed omnipotence
companies could arrange themselves comfortably with Friedman'’s doctrine
as their credo, look like an exception rather than the rule. At first glance,
early modern states reacted very similarly to their postmodern counterparts
of today, namely, by mobilizing private problem-solving resources and by
sharing responsibilities with private actors. However, different from the
early modern period when private actors acquired the political authority to
perform state functions by formal delegation of state competencies, that is
by the charters they were granted, private transnational governance contri-
butions today mainly appear as voluntary self-commitments in reaction to
public expectations. There are more or less soft invitations to private actors
to take on responsibility for the provision of public goods. This change is
again indicative of the role shifts of the actors involved.

Such invitations have frequently been put on the political agenda of inter-
national organizations, such as the United Nations or the World Bank, dur-
ing the last decade. To mention only two examples: the former General
Secretary of the United Nations, Kofi Annan, addressed the World Economic
Forum on 31 January 1998 by saying: ‘The United Nations once dealt only
with governments. By now we know that peace and prosperity cannot be
achieved without partnerships involving governments, international organ-
izations, the business community and civil society. In today’s world, we
depend on each other’ (Annan 1998). In a similar vein, the former president
of the World Bank, James D. Wolfensohn, on 28 September 1999, advocated
the need ‘to build coalitions for change’ (Wolfensohn 1999) with the pri-
vate sector, civil society, and communities to assist governments in taking
charge of their own development agendas with the participation of their
citizens.

1.2 Corporate norm-entrepreneurship and
the future global governance architecture

This study is firmly embedded in the governance paradigm as the appro-
priate conceptual framework to examine the future of governance beyond
the state. In the broad notion of governance, it is best defined by distin-
guishing it from two traditional concepts used in describing political
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decision making: political steering and government. In contrast to political
steering, governance has an institutional rather than actor centered focus
(see Ziirn 2005: 127; Mayntz 2008: 45-6). In contrast to the notion of gov-
ernment that highlights the traditional, legally binding, and hierarchical
mode of setting and implementing collectively binding norms, governance
comprises much more, namely, the ‘totality of all forms of the intentional
regulation of social affairs that coexist at a given territorial level’ (Mayntz
2008: 55). Thus governance covers the whole range of concepts; voluntary
private self-regulation, various forms of public-private co-regulation, and
hierarchical government (Schuppert 2008: 26).

In fact, ‘the blurring of boundaries and responsibilities for tackling social
and economic issues’ (Stoker 1998: 18) is one of the decisive features of gov-
ernance in the postnational constellation. It challenges the traditional con-
cept of government as public intervention by administrative law, backed by
the coercive power of the state. This traditional hierarchical mode of public
governance by government lost some of its significance in the course of the
political modernization process that took place within most of the OECD
countries. The ‘limitations of traditional public command-and-control as
a governing mechanism’ (Kooiman 2000: 139) became obvious with the
regulatory overstretch of the modern welfare state. The advent of global-
ization meant that when national governments promised to provide public
goods or to prevent public ‘bads’ in fields such as macroeconomic plan-
ning or social safety, they were confronted with a new collective action
problem: The causes and resources needed to combat them were beyond
the command of any single government, and beyond the world of states as
a whole.

For governance beyond the state, government has never been an appro-
priate model because of the lack of a Leviathan in an international system
consisting of sovereign territorial states. Of course, coercion always has been
and still is an omnipresent instrument for individual states or ‘coalitions
of the willing’ to try to impose their will on others. However, this form of
hierarchical political steering differs fundamentally from domestic public
governing by government in that it is based on de facto instead of legit-
imate power and takes place under a shadow of anarchy rather than that of
a Leviathan. More importantly, the standard mode of international public
policy is based on treaty-based agreements rather than on the use of coer-
cive measures. In the international sphere, even national governments per-
form their regulatory functions best not when the norms are imposed but
when the norms and rules they try to implement are accepted as legitimate
and serve the self-interest of those who are subject to those rules. In that
sense, it becomes important to go beyond the fear of coercion as a compli-
ance mechanism and to discuss alternatives conduits by which nonstate
actors may contribute to the provision of public goods (see Conzelmann
and Wolf 2007a).
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However, an objection could be raised against the use of the governance
paradigm for this study of the potential and limits of corporate contribu-
tions to norm setting and norm implementation: Thinking about politics in
terms of governance is preoccupied almost exclusively with collective prob-
lem solving rather than with the much broader range of normative criteria
against which the legitimacy of domestic political institutions and processes
is usually measured. Indeed, the roots of the governance concept lie much
more in policy analysis than in normative political theory. But even if there
was this functional, problem-solving, and output bias of which the govern-
ance debate in general is often accused, and as a consequence of which the
notion of the nature of politics seems to have shifted from exerting power to
solving collective problems (see Mayntz 2008: 55-6), this does not preclude
a critical perspective on the de facto power relationships between actors
within governance institutions involved in collective problem solving. It is
well acknowledged that extending the participation in collective decision-
making arrangements to private actors does not just mean more inclusion
and stakeholder involvement in the positive sense of better congruence
between rule makers and rule takers, but that it can also create problems
for governance in the public interest and therefore also for the legitimacy
of governance. Participation and accountability can and do therefore play a
crucial role in our understanding of the governance paradigm. Rather than
neglecting demands on the input and throughput sides of legitimacy, reflex-
ivity, interconnectedness, and a functional linkage between effectiveness
and legitimacy demands is assumed, according to which an institution’s
right to rule is more likely to be accepted and its rules obeyed when they are
regarded as legitimate. Purists of democratic theory may be disappointed by
this functional view of input and throughput demands on political insti-
tutions and processes, but this is indeed the way to reconcile the tension
between ‘citizen participation and system effectiveness’ (Dahl 1994) under
the governance paradigm.

Another important implication has to be mentioned as it is part of the
subscription to the governance paradigm as our analytical frame of refer-
ence. It concerns the role of the ‘general interest’ as a crucial normative
measure for the evaluation of the involvement of private actors in trans-
national governance initiatives. According to the institutional- rather than
the actor-centered focus of the governance paradigm, it has to be taken up
not as a normative demand on the participating actors: ‘Do behave in the
general interest!” would overburden even the most role-shifted of profit-
oriented private actors. It should instead be a demand on the institutional
architecture and embedding of a given governance initiative that should
be designed to facilitate the coordination of the individual interests of the
interacting parties in such a way that, in the end, they can contribute to
the general interest. Exactly because private governance cannot depend on
actors who are geared toward the general interest — because they simply



16  The Role of Business in Global Governance

are not — the analytical and political challenge is to establish institutional
frames that can channel the contributions of various self-interested actors
‘to the millwheel of the general interest’ (Schuppert 2008: 32). The general
interest enabling transnational private governance institutions is therefore
what is looked for.

1.3 Aim and structure of this book

The contributions of this book to the research on global governance can be
summarized as follows:

First, there is conceptual groundwork. The new political role of corpora-
tions is still underconceptualized. Chapter 2 showcases a new analytical
framework for a better understanding of business actors’ contributions
to norm setting and norm implementation within different patterns of
private-private and public-private governance settings. Corporate contri-
butions to transnational governance are conceptualized as a new type of
norm-entrepreneurship.

Second, the main emphasis is put on the causal analysis of the condi-
tions under which corporate norm-entrepreneurship is more or less likely
to occur. Observing that corporations increasingly become proponents
of normative standards for their own business activities, the causal rea-
sons for this counterintuitive behavior are investigated. On the basis of
a systematic application of existing or inductively generated hypotheses
to the empirical data, numerous interviews were carried out at the level
of individual companies and transnational private governance initiatives
to examine the potential and the limits of governance contributions that
can be expected from business actors. The explanatory value of nine fac-
tors from three different clusters of independent variables is analyzed
(Chapters 3 to 5): The first cluster of variables (Chapter 3) comprises the
social and political environment in which corporations are expected to act
as norm entrepreneurs. In this cluster, the role of the transnational public,
the home state, and the heterogeneity of the regulatory environment in
which corporations operate is analyzed. The second cluster (Chapter 4) is
at the company level and looks at the role of actors’ characteristics. This
chapter offers insight into the explanatory value of the vulnerability of
a corporation, its ownership structure, and the significance of corporate
culture for corporate norm-entrepreneurship. The third cluster of variables
(Chapter 5) investigates the institutional characteristics of transnational
governance initiatives in order to find out in what way they attract or
hinder corporate norm-entrepreneurship. In this cluster, the factors steer-
ing mechanisms and actor configurations, institutional flexibility, and
the legitimacy ascribed to a certain type of governance arrangement are
investigated. In Chapter 6, general conclusions are drawn from a compara-
tive assessment of the findings of the previous chapters, which explain
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corporate norm-entrepreneurship on the basis of certain combinations of
necessary and facilitating conditions.

Third, the interest is not only in the conditions that make corporate norm-
entrepreneurship more or less likely but also in a normative evaluation of
the desirability of the new transnational governance arrangements in which
private actors are involved and of the privatization of governance functions
in general. In Chapter 7, the effectiveness of self-regulatory arrangements
set and developed by corporations unilaterally or in cooperation with oth-
ers is analyzed. First, a comprehensive model for assessing the effective-
ness of corporations as norm-entrepreneurs is introduced. In order to get as
broad a picture of potential effects as possible, effectiveness is examined at
the actor level and at the structural level. Disaggregating effectiveness in its
output, outcome and impact dimensions in the well-established tradition of
policy research, the following criteria are applied to empirical case studies
on unilateral and collective self-regulatory arrangements: norm commit-
ment, change of behavior, identity shift at the actor level; goal attainment,
contribution to normative order, and unintended consequences at the struc-
tural level. In Chapter 8, responsiveness, participation, accountability, and
authority are introduced to examine the legitimacy of different types of
unilateral and collective self-regulatory arrangements. Using the same em-
pirical cases for the application of these theory-grounded legitimacy criteria
to different types of individual and collective self-regulatory arrangements,
fresh and systematically derived arguments are provided for the debate
about the legitimacy of transnational private governance, which go be-
yond legitimacy perceptions that may be attributed to certain institutional
arrangements by their participants.

Fourth, this study of corporations as political actors is not merely an aca-
demic enterprise but is a research based step toward advocating or rejecting
certain options for the future institutional architecture of global govern-
ance. Linking the conclusions drawn from the causal analysis, effectiveness
assessment, and normative evaluation, some policy-oriented recommenda-
tions are formulated in the final chapter (Chapter 9), in which the search for
a new institutional architecture for transnational governance is returned to:
Is there such a thing as an ideal functional division of labor between public
and private governance contributions? What will and should be the role of
the state and the ‘shadow of hierarchy’ in regulating private self-regulation?
Rather than aiming at contributing to a ‘new theory of the firm’, these con-
cluding considerations return to the big agenda of a new theory of state-
hood and public goods provision in the postnational constellation.
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Basic Concepts and Assumptions

The aim of this book is to explore the conditions and the degree to which
profit-oriented business corporations can be expected to make meaningful
contributions to global governance by participating in setting and devel-
oping generally applicable norms - a phenomenon increasingly observ-
able in transnational governance arrangements and considered under the
label ‘corporate norm-entrepreneurship’ here. In what follows this concept
is elaborated in more detail. A representative sample of systematic norm-
entrepreneurs is selected as the basis of the empirical analysis in Chapters
3 to 5. Potential explanations for corporate norm-entrepreneurship are also
presented and put to the test.

2.1 What is corporate norm-entrepreneurship?

The need to analyze the involvement of corporations in norm setting and
norm development stems from both the empirical observation that TNCs
engage extensively in norm-related behavior in this global governance age
and that International Relations (IR) research, although researching exten-
sively on the role of nonstate actors in norm emergence, has failed to con-
sider corporations as norm-entrepreneurs. Therefore, before developing the
concept of corporate norm-entrepreneurship, its place in IR theory is briefly
reviewed.

In the early 1990s, Nadelmann contended that ‘the dynamics by which
norms emerge, evolve, and expand in international society have been the
subject of strikingly little study’ (Nadelmann 1990: 479). Since then, the
constructivist turn in social sciences and the focus on rule- and norm-
driven regime analysis in IR have contributed enormously to addressing
this gap. One of the major findings was that agency is of crucial import-
ance to the formation and diffusion of norms (Keck and Sikkink 1998; Risse
et al. 1999; Briihl 2003). In Nadelmann’s ‘evolutionary pattern’ (1990: 484)
and in Finnemore and Sikkink’s (1998) ‘norm life cycle’, norm or moral
entrepreneurs are active in the first stages of the process, aiming to reframe
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a formerly unproblematic phenomenon or legitimate activity into a prob-
lematic or illegitimate activity. Norm-entrepreneurs have strong notions
about appropriate behavior (Elgstrom 2000: 459) and ‘attempt to convince a
critical mass’ (Finnemore and Sikkink 1998: 895) of ‘principal protagonists’
(Nadelmann 1990: 484) — almost exclusively state actors in the literature —
to embrace newly established norms.

However, only a limited range of actors, such as activist networks (Keck and
Sikkink 1998; Price 1998), ‘epistemic communities’ (Haas 1992), and, more re-
cently, international organizations (Finnemore 1993; Schimmelfennig et al.
2003) and governments (Deitelhoff 2006) were regarded as agents with the
potential for norm-entrepreneurship. Corporate social responsibility (CSR)
has increased the awareness of corporate norm related behavior. Company
codes of conduct and collective self-regulatory initiatives in policy areas
such as human rights, social standards, environmental protection, and
the fight against corruption are indicative of activities similar to those of
classical norm-entrepreneurs. Actors qualify as a norm-entrepreneur when
they engage in the early stages of a norm life cycle (Finnemore and Sikkink
1998; Nadelman 1990) to redefine ‘an activity as a problem’ (Nadelmann
1990: 482). Similar observations can be made about corporate behavior in
the evolution of CSR norms. TNCs also engaged as ‘meaning managers’ by
creating new ‘cognitive frames’ and establishing ‘new ways of talking about
and understanding issues’ (Finnemore and Sikkink 1998: 897). A variety of
corporate activities can serve this purpose. Two general behavioral patterns
indicate corporate norm-entrepreneurship: norm setting and norm devel-
opment. Corporations can support the setting or institutionalization of an
entirely new norm by adopting a unilateral company code as best practice,
by lobbying for it among its peers and by engaging in the creation of a
collective self-regulatory initiative. Even after a norm has reached a cer-
tain level of acceptance and institutionalization a corporation can still be a
norm-entrepreneur through norm development activities, for example, by
engaging within governing bodies of initiatives or organizations supporting
the norm or by participating in revision processes and thus further speci-
fying a broader norm'’s exact content and implied requirements.

These two types of corporate behavior stand in contrast to the classic role
of corporations who are subject to public norms with which they merely
have to comply. In this role, corporations act as norm-consumers whose
behavioral options are either norm acceptance or norm implementation. In
contrast to norm consumers, norm-entrepreneurs are not only interested in
accepting and implementing norms but in shaping these rules themselves.

As shown in Table 2.1, corporate norm-entrepreneurship can be unilat-
eral (left-hand column) and collective (right-hand column): corporations
engage in norm setting by regulating their own behavior (for example, in
the form of a unilateral code of conduct) or that of their business partners
(for instance, via supply chain management systems); or they can engage in
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Table 2.1 Types of corporate norm-entrepreneurship

Unilateral Collective
Scope of norm Inward focus Code of conduct Self regulatory initiative
obligation . .
Outward focus Supply chain Best practice
management

collective processes of norm setting within self-regulatory initiatives where
norm setting occurs in partnerships.

Firms not only set norms, they apply them, too. In norm-entrepreneur-
ship with an internal focus, the entities engaging as norm-entrepreneurs
are identical to the norm-consumers because the norm only addresses those
who actively commit themselves. In externally focused norm-entrepreneur-
ship, the roles of norm-entrepreneurs and norm-consumers fall apart be-
cause norm-entrepreneurs set norms with the aim of changing the behavior
of other business actors who were not involved in the process of norm set-
ting but who may be located in their wider sphere of influence. This differ-
entiation is captured by the unilateral norm setting in the left hand column
of Table 2.1: when a company acts as a norm-entrepreneur by developing
an internal code of conduct the same company is also the consumer of the
norm. However, a company code can also include a supply chain manage-
ment system that reaches beyond the company to first and second tier sup-
pliers. The suppliers take on the role of norm-consumers. This example also
shows that Table 2.1 primarily stresses the analytical distinction between
the directions in which the normative self-regulation of the business sector
might take effect, even though the different directions may be addressed
within one and the same empirical case.

2.1.1 Indicators of corporate norm-entrepreneurship!
Norm setting

Whenever corporations create a unilateral code or engage in the establishment
of a self-regulatory initiative, they contribute to norm setting through volun-
tary agreement and therefore act and are classified as norm-entrepreneurs.
In ideal terms, the concept of norm setting describes the deliberate crea-
tion of new collectively shared standards for appropriate behavior (Jepperson
et al. 1996). Corporations, therefore, contribute to norm setting when they
deliberately strive for new regulations of corporate behavior. However, the
content of the norms to be set is usually not all that new or original. In fact,
most of the norms agreed to by corporations within self-regulatory initiatives
(or elsewhere) have previously existed in other bodies of law, usually public
international law, just not with corporations as the addressees. Typically,
norm setting by corporations does not entail the invention of an entirely
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new norm but rather the new commitment by corporations to a norm as a
standard for their appropriate behavior. It is not the collective expectation
that is fundamentally new but the application of that expectation to a new
category of actors. Norm setting by corporations is a subphenomenon of the
norm genesis model of ‘genesis by voluntary planned agreement’. This is the
most common model of norm setting in international affairs and is based
on negotiations between a group of actors who agree by contract to norm
a certain practice (Deitelhoff 2006: 45). The support a company lends to
norm setting by planned agreement can take various forms and depends
on the stage of emergence the norm has reached: where no code for cor-
porate behavior or self-regulatory initiative is operative yet, a corporation
establishes its own code of conduct in a policy area or fosters the creation of
a new collective initiative. In the latter case, corporations voice the proposal
for the norm in public or build alliances with other companies, civil society,
international organizations, and even governments to initiate a process of
norm institutionalization. Corporations thus get involved in an early stage
of the norm cycle and engage in reframing a formerly legitimate activity as
a problem (Nadelmann 1990; Finnemore and Sikkink 1998). Corporations
have more than discursive mechanisms at their disposal to do this. They do
not just advocate new norms but support the reframing process by changing
their own practices and in so doing, set a positive example and become role
models. Corporations may be among the founding members of an initiative
promoting a newly proposed norm. By supporting a new norm before its
widespread acceptance the corporation actively contributes to norm setting,
even though it then plays the role of norm leader rather than norm-entrepre-
neur (Finnemore and Sikkink 1998: 895).

Norm development

While the concept of norm setting describes how previously nonexistent
expectations of appropriate behavior emerge and how companies foster this
process, norm development focuses on how the meaning of appropriateness
within the norm undergoes incremental changes over time. Changes to a
norm can affect its scope, content, and the procedures that serve as enforce-
ment mechanisms. The process of norm development often involves more
technical aspects than norm setting. Using the language of regime analysis
as an analogy, norm setting would be closer — but not necessarily linked
exclusively - to the principles and norms of an international regime, while
norm development would relate more to its rules and procedures (Krasner
1983).

Often changes to the scope of a norm, its content or enforcement mecha-
nisms within a self-regulatory initiative will take place as part of procedures
explicitly designed for norm development, such as regular review processes.
Therefore, corporate norm-entrepreneurs who contribute to norm devel-
opment will usually not only be members of the initiative but will often
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be those representing its governing body. As with norm setting, corporate
norm-entrepreneurship can be unilateral and collective, and inwardly or
outwardly focused.

2.1.2 Indicators of corporate norm-consumership

In contrast to these two behavior patterns that signify norm-entrepreneurs,
norm acceptance and implementation have always been required of corpo-
rations, as addressees of publicly set rules and norms. They are indications
of corporate norm-consumership.

Norm implementation

Norm implementation refers to whether and how far corporations actually
follow the norms that they have accepted as binding, either collectively,
within the frameworks of self-regulatory initiatives, or in their own codes
of conduct. However, while setting and developing norms may occur as col-
lective and collaborative processes, norm implementation always requires
individual effort from each corporation that has to comply and adjust its
practices to the now required norm. Implementation can take many forms,
depending on what the unilateral or collective initiative prescribes. The
full implementation of any initiative will require an adaptation of the strat-
egies, structures, and procedures of the company, in accordance with the
respective norms prescribed by an initiative.

Whether norm implementation indicates a norm-entrepreneur or norm-
consumer depends on the moment in ‘world time’ when the corporate
activity takes place (Risse et al. 1999: 19-22).2 Implementation as a form
of norm-consumership would typically refer to norms that have already
acquired prescriptive status. Before a norm has gained general acceptance
implementation can be among the norm promoting activities of norm-en-
trepreneurs, as is often the case with best practice.

Norm acceptance

Norm acceptance, the second type of corporate norm related behavior that
indicates a norm-consumer, implies a company'’s active acknowledgment
that it is bound to a certain norm. It requires a commitment by the com-
pany to strive for compliance with the prescribed norm. The difference
to similar best practice activities of norm-entrepreneurs is again found
in ‘world time”: norm acceptance by norm consumers takes place after a
norm has been institutionalized. It is practiced by, for example, acceding
to an existing collective self-regulatory initiative. Most of these initiatives
have established procedures for new companies to commit themselves to
their norms and rules. Some only require a written statement expressing
a company’s commitment, whereas others have more formal accession
criteria, which can even include the certification of norm conforming
behavior.
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2.2 How to identify corporate norm-entrepreneurs?

As laid out in the previous parts of this chapter, corporate norm-entrepre-
neurs engage in setting and developing norms and rules applicable to their
own behavior rather than merely accepting and implementing those eman-
ating from public bodies. Nevertheless, not all contemporary TNCs engage
in norm-entrepreneurship. Vast variation exists: corporations not engaging
at all in setting and developing new norms, corporations engaging spor-
adically, and corporations systematically profiting from any occasion they
see for norm-entrepreneurship. Part II of this book attempts to identify the
causes of this variation using a systematic comparison of corporate engage-
ment. Since the interest is primarily in what motivates corporations to act as
norm-entrepreneurs, positive examples of the dependent variable that serve
the heuristic purpose of identifying potential causal paths leading to norm-
entrepreneurship have been consciously selected (George and Bennett 2005:
23). Since the number of potential corporate norm-entrepreneurs is theoret-
ically infinite, extreme cases (Gerring 2004) were selected; the corporations
that engage in norm-entrepreneurship to a degree that is considered above
average, quantitatively and qualitatively. To achieve this, a large number
of corporations that demonstrated engagement in collective self-regulatory
initiatives were sifted through. Although norm-entrepreneurship conceptu-
ally includes individual and collective norm setting activities, the primary
focus here is on collective norm-entrepreneurs, for pragmatic and analytical
reasons. In terms of research feasibility, norm-entrepreneurs in collective
activities can be observed more easily and are highly likely to also be in-
dividual norm-entrepreneurs. In addition, norm-entrepreneurship in col-
lective governance settings tends to be more persistent, institutionalized
and more visible to competitors and the entire public. As a consequence,
it is much harder for companies to revoke a former collective commitment
without losing credibility. In contrast to this, individual norm-entrepre-
neurship mostly focuses on the supply chain of a company. Therefore, com-
panies are more inclined to engage in an arbitrary way and commitments
are of more temporary nature, changing whenever it suits the interests of
the company.

The selection of highly active norm-entrepreneurs within collective self-
regulatory initiatives was made in three steps: First, initiatives were identi-
fied that are representative of international self-regulatory arrangements — in
terms of membership, issue areas covered and institutional design. Second,
the general criteria signifying norm-entrepreneurship were translated into
initiative specific indicators for corporate norm setting and norm develop-
ment. Having used these indicators to isolate the corporations that were
active as norm-entrepreneurs within each initiative, a quantitative over-
arching filter was applied to differentiate between corporations that are ran-
dom, sporadic, or systematic norm-entrepreneurs.
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2.2.1 Identifying representative collective self-regulatory initiatives

Case study selection started by identifying a sample of self-regulatory ini-
tiatives that represent different types of actors involved, steering instru-
ments employed and issue areas covered. This sample was further narrowed
down by focusing on those initiatives with the largest membership, includ-
ing those that cover a broad range of topical areas, such as the UN Global
Compact or the Global Reporting Initiative (GRI), and others that concen-
trate on more specific issue areas, such as the Wolfsberg Principles com-
bating money laundering or Social Accountability (SA) 8000 on workplace
standards. It has to be stressed that by definition, norm-entrepreneurship is
not possible in every governance arrangement. As a result of particular insti-
tutional designs in some governance arrangements, such as the state led
European Eco-Management and Audit Scheme (EMAS), norm-entrepreneur-
ship is not possible. Since EMAS has no institutionalized role for corporate
actors’ participation, corporations can engage in lobbying efforts or accept
and implement the rules and norms supplied by EMAS but cannot actively
participate in their setting and development. EMAS, even though it works
with innovative, soft steering mechanisms and incentives for voluntary
compliance, is an example of top-down, state-led governance approaches
that have no room for corporate norm setting or norm development activ-
ities. For these reasons, the selection of norm-entrepreneurs focused on the
following six important governance settings: the Business Principles for
Countering Bribery (Business Principles), the Business Social Compliance
Initiative (BSCI), GRI, the UN Global Compact, SA 8000, and the Wolfsberg
Principles. In all of these, norm setting and development by corporations
are possible and observable phenomena.

Sample of self-regulatory initiatives

Social Accountability 80003

The SA 8000 standard is a multistakeholder initiative that was initiated
in 1996 by the US-based NGO, Social Accountability International (SAI),
to establish a cross-industry standard for workplace conditions and a sys-
tem of independent verification. It is one of the most recognized certi-
fication systems in producer countries around the world. By 2008, 1835
facilities in 68 countries had been certified. SA 8000 provides a frame-
work for independent assessment by a third-party certification body. SA
8000 predominantly aims to increase the compliance record of corpora-
tions, focusing on the great number of suppliers and producers in devel-
oping countries. It spells out social accountability requirements for the
International Labour Organization (ILO) core labor standards. Signatory
corporations have to annually disclose the number of certified and non-
certified suppliers. A centerpiece of the SA 8000 standard is requiring the
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establishment of management systems that set out the structures and
procedures that companies must adopt in order to ensure that compli-
ance with the standard is continuously reviewed.

The Business Principles for Countering Bribery*

The Business Principles for Countering Bribery (often simply called
Business Principles) is a multistakeholder initiative instigated in 2002 by
Transparency International (TT) and Social Accountability International
(SAI) in cooperation with corporations, academics, trade unions, and
civil society groups. The Business Principles are a tool to assist corpora-
tions in developing approaches to counter bribery and extortion in all
business activities. It applies to bribery of public officials and private-
to-private transactions. As a best practice tool, the Business Principles
predominantly rely on learning and dialogue as steering mechanisms. A
number of tools have been developed, such as a ‘self-evaluation module’
and an ‘external independent verification tool’ designed for companies
wishing to obtain third-party verification. There are a dozen corporate
members who actively provide advice on the development of the work
program and supporting tools for the Business Principles for Countering
Bribery.

The United Nations Global Compact®

The United Nations Global Compact was initiated in 1999 by former UN
Secretary-General Kofi Annan at the World Economic Forum in Davos
and launched in July 2000. The Global Compact is the largest (in terms
of participating companies) and therefore probably most well known
example of a multistakeholder, self-regulatory initiative worldwide.
Corporations subscribing to the ten Global Compact Principles covering
human rights, social standards, environmental protection, and anticor-
ruption have to submit a clear statement of support on an annual basis
and a Communication on Progress (COP) to document the progress they
are making on internalizing the Principles within their operations. By
2009, the Global Compact had grown to more than 6000 participants,
including over 5000 businesses in 120 countries around the world. Since
its inception, the Global Compact has predominantly aimed to utilize
the power of dialogue and transparency to identify, disseminate, and glo-
balize corporate responsibility practices. Since 2005, the Global Compact
has included formal procedures, such as ‘integrity measures’, including a
delisting policy for noncomplying companies to ensure the integrity of
the initiative.

The Wolfsberg Group®
The Wolfsberg Group is a collaboration of 12 of the world’s largest banks
and private financial institutions that convened with Transparency
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International in 2000 to elaborate principles for combating money laun-
dering in private banking operations. Since then, the group has pro-
duced standards and guidance documents on a number of related issues,
such as the prevention of terrorist financing, money laundering in cor-
respondent banking and trade finance, corruption, and so on. As their
primary building block, the Wolfsberg Principles include common pro-
cedures for practicing customer due diligence and keeping watch over cli-
ent relationships, especially with persons identified as being ‘politically
exposed’. Even though the group is a ‘closed club’ in the sense that no
further financial institutions can become formal Wolfsberg members, it
stimulates collective discussions within the financial sector as a whole at
the annual Wolfsberg Forum.

The Global Reporting Initiative’

The Global Reporting Initiative (GRI), initiated in 1997 by the US-based
NGO Coalition for Environmentally Responsible Economics (CERES)
and the Tellus Institute, and joined by the United Nations Environmental
Programme (UNEP) in 1999, is a multistakeholder process aiming to
develop a common framework for voluntary reporting on the eco-
nomic, environmental and societal impacts of corporate activities. The
Global Reporting Initiative reporting guidelines undergo periodic revi-
sion cycles; the third generation was released in 2006. Since then, GRI
based reports must self-declare an Application Level, expressing the
degree of compliance with the guidelines. The accuracy of this self-
declaration may be confirmed either by third parties or by the GRI.
Since 2006, corporations are officially invited to refer to the GRI report-
ing framework in preparing their Communication on Progress for the
Global Compact.

The Business Social Compliance Initiatived

The Business Social Compliance Initiative (BSCI) was founded in March
2003 as an initiative purely for the private sector to improve and monitor
compliance with workers’ rights in the global supply chain. The system
is based on a code of conduct (SA 8000), enshrining principles from
ILO’s core conventions, and includes a comprehensive monitoring and
qualification process that covers all products sourced from any country.
The driving force behind the BSCI is the Brussels-based Foreign Trade
Association (FTA). It is mainly intended as a sector solution for retail in
Europe but is also open to any non-European company or business asso-
ciation. The BSCI offers a database exclusively to its members, containing
supplier profiles and auditing information. It established roundtables in
the major import markets of its members to strengthen stakeholder in-
volvement and improve social standards in supplier countries.
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2.2.2 Establishing initiative-specific indicators of
norm-entrepreneurship

In each of these empirical governance settings, norm-entrepreneurship
occurs in various forms that indicate general behavioral patterns observ-
able in all of them. Therefore, to locate the most active norm-entrepreneurs
within the six initiatives, general indicators of norm-entrepreneurship were
developed and then translated into observable initiative-specific corporate
activities. General behavior patterns that indicate norm-entrepreneurship
are: participation in the foundation of an initiative that lends strong sym-
bolic support to either newly emerging or not yet broadly accepted norms;
participation in initiative working groups where existing norms are further
specified and elaborated; membership in the initiative’s governing bodies
where norm development is given authoritative support; and commenting
on draft guidelines or standards to be issued by the initiative to clarify its
normative requirements. In Table 2.2, these general indicators are translated
into specific ones for each of the six self-regulatory initiatives selected.

2.2.3 Differentiating random and sporadic from
systematic norm-entrepreneurs

The classification of corporations as random, sporadic, or systematic norm-
entrepreneurs is based on a comparison of their quantitative engagement
within the collective self-regulatory initiatives identified (see Table 2.3). This
engagement was identified by looking at relevant activities in the period
from 2000 to 2006. Random norm-entrepreneurs are those that have been
involved in norm-entrepreneurship only once in an initiative, by fulfilling
one of the above-mentioned indicators for norm-entrepreneurship. This sin-
gular activity most likely resulted from coincidental effects rather than con-
scious corporate decisions to engage in norm-entrepreneurship. Therefore,
random norm-entrepreneurs are not considered in the following chapters.
Sporadic norm-entrepreneurs show a higher intensity of norm engagement
in at least one or more self-regulatory initiatives by fulfilling at least two
of the proposed criteria. These corporations are regarded as the standard
type of norm-entrepreneurs. However, as the aim of this book is to find
the potential and limits of corporate contributions to global governance,
the interest primarily is in discovering the conditions that explain extreme
cases of norm-entrepreneurship. Therefore, the main focus is on systematic
norm-entrepreneurs and sporadic ones will only be looked at comparatively
where reference to them provides further evidence of the conditions required
for systematic norm-entrepreneurship. Systematic norm-entrepreneurs are
defined by being active more often and in more diverse issue areas than
their sporadic peers. For the purposes of this study, a corporation quali-
fies as a systematic norm-entrepreneur when it fulfills the indicators within
at least three self-regulatory initiatives. These norm-entrepreneurs can be
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Table 2.2 Initiative-specific indicators of corporate norm-entrepreneurship

Business Principles Countering Bribery (BPCB)
Steering Committee Member 2003

Steering Committee Member 2005

Comment on Business Principle Draft 2003

Business Social Compliance Initiative (BSCI)
Founding Member
Representative Committee Member 2005-06

UN Global Compact

Founding Member

Board of Directors 2002

Board of Directors 2003

Board of Directors 2006

Presenter at Learning Forum 2002
Presenter at Learning Forum 2004
Presenter at Learning Forum 2006

Global Reporting Initiative (GRI)

Founding Member

Steering Committee Member 2002

Participation in Revision or Measurement Working Group 2002
Participation in Sector Supplement Working Group 2000-06
Board of Directors/Stakeholder Council 2007

Social Accountability 8000
Founding Member

Signatory Member

Member of Advisory Board 1998
Member of Advisory Board 2005
Member of Advisory Board 2007

Wolfsberg Principles
Founding Member
Participant in drafting processes 2000-06

Table 2.3 Degrees of norm-entrepreneurship

Type of norm-entrepreneurship Criteria

Systematic Fulfilling indicators of norm-
entrepreneurship in a minimum of three
initiatives

Sporadic Fulfilling more than one indicator of norm-
entrepreneurship in a maximum of two
initiatives

Random Fulfilling no more than one indicator of

norm-entrepreneurship in all six initiatives
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256 Random NE

71 Sporadic NE

10 Systematic NE

Figure 2.1 Corporate norm-entrepreneurs by type

considered — methodologically speaking — as extreme cases (Gerring 2004)
in which norm-entrepreneurship exceeds the average degree.

The resulting numbers of norm-entrepreneurs in each category are dis-
played in Figure 2.1. The 10 systematic norm-entrepreneurs form the center
of the qualitative analysis, on the basis of the assumption that this degree of
norm-entrepreneurship (in at least three very different governance arrange-
ments) cannot be accounted for by other, coincidental, factors but is the
result of conscious decision making on the part of the respective corpora-
tions, which therefore seem to accept their new political role in the age of
global governance.

The 10 systematic norm-entrepreneurs represent companies from various
industries and home countries: BP, Credit Suisse, Deutsche Bank, France
Telecom, Inditex, Rio Tinto, Sasol, Shell, Tata Group, and UBS. Each com-
pany was extensively investigated to confirm and explain the systematic
degree of norm-entrepreneurship. Table 2.4 briefly summarizes key cor-
porate data for the 10 norm-entrepreneurs, including the CSR-related initia-
tives in which they participate.

2.3 How to explain corporate norm-entrepreneurship?

After introducing the concept of corporate norm-entrepreneurship and
identifying it as an empirical phenomenon in various governance set-
tings, Chapters 3 to 5 engage in a causal analysis of the conditions under
which corporate norm-entrepreneurship is more or less likely to occur. As a



Table 2.4 Key data about the systematic norm-entrepreneurs

Data Base Industry Business Segments No. of Employees  Participating in
BP plc London, Extractive Oil, gas, mineral oil 92,000 (2008) Global Compact, Global Reporting Initiative,
United products, gas stations, Business Principles for Countering Bribery (these
Kingdom, www. alternative energy initiatives are covered in this study), Extractive
bp.com products Industries Transparency Initiative, Voluntary
Principles on Security and Human Rights

Credit Suisse Finance Private banking, 47,800 (2008) Global Compact, Global Reporting Initiative,
GRP AG investment banking, Wolfsberg Group (these initiatives are covered
ADR Zurich, asset management in this study), United Nations Environmental
Switzerland Programme (UNEP), Finance Initiative, Equator
www.credit- Principles
suisse.com
Deutsche Bank Finance Global markets, 80,456 (2008) Global Compact, Global Reporting Initiative,
AG NA O.N. global banking, asset Wolfsberg Group (these initiatives are covered in
Frankfurt/ management, private this study), UNEP Finance Initiative, World Business
Main, Germany wealth management, Council for Sustainable Development
www.deutsche- private and business
bank.de clients
France Telecom  Telecom- Fixed services, mobile 186,049 (2008) Global Compact, Global Reporting Initiative,
S.A. Paris, munication services, internet Business Principles for Countering Bribery (these
France www. services; distribution initiatives are covered in this study), Global
francetelecom. of content, health e-Sustainability Initiative, Mobile Phone Partnership
com care, advertising on all Initiative

platforms
Inditex S.A. Retail Textile design, 89,112 (2008) Global Compact, Global Reporting Initiative,
La Coruna, manufacturing, Business Social Compliance Initiative (these
Spain www. distribution initiatives are covered in this study)

inditex.com
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Rio Tinto
Limited & plc
London, United
Kingdom
www.riotinto.
com

Royal Dutch
Shell plc

The Hague,
Netherlands
www.shell.com

TATA Group/
TATA STEEL
Mumbai, India
www.tatasteel.
com

UBS AG Zurich,
Switzerland
www.ubs .com

SASOL Limited
Johannesburg,
South Africa
www.sasol.com

Extractive

Extractive

Steel

Finance

Chemical

Iron ore, extraction of
resources for energy
consumption, industrial
minerals (Talkum, Borax,
and so on), aluminium,
diamonds, copper, and
gold

Oil, gas, petrochemicals, 104,000 (2009)
petrol stations

105,785 (2008)

Crude steel production,
manufacturing of steel
products, steel building
and construction
applications

38,182 (2005-06)

Private and corporate
banking, asset
management, investment
banking, private equity

Commercial production 32,000 (2008)
and marketing of

chemicals and liquid

fuels, oil and gas

exploration

79,166 (2008)

Global Compact, Global Reporting Initiative,
Business Principles for Countering Bribery (these
initiatives are covered in this study), Extractive
Industries Transparency Initiative (EITI), Voluntary
Principles on Security and Human Rights

Global Compact, Global Reporting Initiative,
Business Principles for Countering Bribery (these
initiatives are covered in this study), International
Union for Conservation of Nature (IUCN),
Extractive Industries Transparency Initiative (EITI),
United Nations Partnership for Clean Fuels and
Vehicles, Voluntary Principles on Security and
Human Rights

Global Compact, Global Reporting Initiative,
Business Principles for Countering Bribery, SA 8000
(these initiatives are covered in this study)

Global Compact, Global Reporting Initiative,
Business Principles for Countering Bribery,
Wolfsberg Group (these initiatives are covered in
this study), UNEP Finance Initiative

Global Compact, Global Reporting Initiative, SA
8000 (these initiatives are covered in this study),
Responsible Care

10.1057/9780230277533 - The Role of Business in Global Governance, Annegret Flohr, Lothar Rieth, Sandra Schwindenhammer and Klaus Dieter Wolf
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Social and political environment

Institutional design

Corporate characteristics
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Figure 2.2 Variables encouraging corporate norm-entrepreneurship

starting point for this causal analysis, three clusters of variables have been
developed that have an influence on norm-oriented corporate behavior (see
Figure 2.2). Norm-entrepreneurship can be encouraged by: (a) the social
and political environment; (b) specific corporate characteristics; and (c) the
institutional design of self-regulatory initiatives.

2.3.1 The social and political environment

The social and political environment comprises a variety of factors that may
affect the behavior of a company. Their relevance results from the assumption
that no corporation is fully independent from the society in which it operates.
Each company operates within one or more political systems, is subject to
their laws, and depends on interaction with societal stakeholders, such as cus-
tomers or investors who, in turn, might themselves be influenced by civil soci-
ety activists. For the purpose of this study, three factors within the social and
political environment were identified and are investigated for their explana-
tory power: transnational public pressure, relations between business and gov-
ernment in the home state and the heterogeneity of regulatory environments.
Section 3.1 focuses on the influence of transnational civil society on corporate
norm-related behavior. NGO pressure is the first factor that intuitively comes
to mind when thinking about corporate concern for sustainability issues; it
has already been suggested in several studies as an explanation for the origins
of the CSR movement. To test the validity of this claim, initiatives of trans-
national NGOs are taken as indicative of societal pressure on corporations,
and the level of pressure to which the 10 norm-entrepreneurs have been sub-
jected is analyzed. In contrast to this, views voiced in interviews with initia-
tive and corporate experts show that although societal pressure is indeed one
of the primary factors leading to norm-entrepreneurship, its varying degrees
cannot be seen as explanatory. Such pressure should instead be seen as a gen-
eral background influence on TNCs in the global governance age.
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To analyze home state characteristics as a causal factor in enhancing cor-
porate norm-entrepreneurship, several theories are examined in Section 3.2,
some from rationalist and others from constructivist thought. Surprisingly,
both corporate law literature and the Varieties of Capitalism (VoC) approach
are insufficient to explain cross-national variations in corporate norm-en-
trepreneurship. Therefore, the home state is reconceptualized along the lines
of constructivist thought to make sense of the fact that different types of
business-government relations may shape the identity of business actors and
socialize them into following different procedural norms. It is argued that
the extent to which a company engages in norm setting and norm develop-
ment processes depends on the degree to which it has been socialized into
the role of political actor by national business-government relations.

In Section 3.3, the heterogeneity of regulatory environments is proposed
as an influence on a company’s decision to engage in processes of norm
setting and norm development. This argument comes from an empirical ob-
servation: Corporations increasingly have operations all over the globe and
are confronted with extremely diverse regulatory standards in their day-to-
day business operations in various host states. The underlying causal mech-
anism refers to heterogeneity constraining companies’ strategic options
and to increased costs of doing business on a global scale. Therefore, it is
assumed that corporations exposed to heterogeneous regulatory environ-
ments are likely to engage in norm setting and norm development processes
to reduce the costs of regulatory diversity.

2.3.2 Corporate characteristics

Factors of production, type of industry, legal form or size are features usually
used to distinguish corporations. However, a brief analysis of these factors
shows that their potential causal leverage for explaining corporate norm-
entrepreneurship is limited. For example, among the 10 systematic norm-
entrepreneurs are primary producers, manufacturers, retailers, and service
businesses. Instead, the search for corporate variables has focused on char-
acteristics that are related to the CSR debate, which stresses the importance
of public perception, namely the vulnerability of a company. In addition,
one classic ‘hard’ corporate characteristic, the ownership structure of a com-
pany, as well as a classic ‘soft’ one, corporate culture, have been chosen as
potential causal factors that support norm-entrepreneurship.

In Section 4.1, intangible characteristics which may explain corporate
engagement in norm-entrepreneurship are conceptualized as a company’s
vulnerability. As a causal factor, corporate vulnerability seeks to capture
the fuzzy expectation that companies involved in misdeeds will either be
sanctioned by society or self-reprimand. Due to their corporate property,
some companies are more vulnerable to a loss of reputation or identity than
others. Those who are more vulnerable attempt to compensate the ensuing
risks by taking suitable pro-active and reactive steps to maintain and defend
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reputation and identity. To test the analytical value of the variable, corporate
vulnerability is operationalized into two company properties: product type
and brand. It is then investigated whether the risk of losing reputation is con-
siderably higher for companies that produce consumer goods and whether
companies associated with brands are more vulnerable to reputational losses
and therefore more likely to engage in norm-entrepreneurship.

In Section 4.2, the ownership structure of a company, in terms of the
level of ownership concentration, is examined. Following the principal
agent logic, companies with dispersed shareholdings rarely have to be ap-
prehensive of any external influence on a company'’s strategy. However, if
shareholdings are concentrated, large investors might pursue more active
strategies within a company. A genuine engagement in norm-entrepreneur-
ship requires a high degree of commitment and an orientation that allows
a longer time horizon, which might also lead to lower rates of return on
equity investment in the short term. Owners have to be patient because a
newly introduced CSR strategy may lead initially to performance deterior-
ation. Moreover, this hypothesis has to be qualified according to the type
of owner, whether government, institutional investor or individual. Some
prefer short-term, others long-term, investment strategies. Looking first at
the degree of ownership concentration, and, second, at the particular own-
ership mix, ownership structure is tested for whether it has any bearing on
corporate norm-entrepreneurship.

Section 4.3 focuses on the corporate culture and investigates whether cor-
porations can also undergo habitualization processes and whether norm-
entrepreneurship, therefore, is not a wholly new phenomenon but, rather, a
translation of what corporations have always been used to. For this purpose,
a corporate culture is conceptualized as adaptable to norm-entrepreneurship
when it can be understood as a culture of responsibility involving a corporate
tradition or history of engagement in social or environmental not-for-profit
activities. The deliberations of the experts interviewed establish the extent
to which corporate representatives feel their companies are unconsciously
used to the activities and therefore engage in norm-entrepreneurship out
of routine rather than out of conscious decision making. Contrasting these
deliberations with case studies on the historic engagement by the 10 sys-
tematic norm-entrepreneurs in not-for-profit activities, corporate culture is
found to be highly significant in influencing corporate behavior.

2.3.3 Institutional design

The institutional environment of corporations consists of a great variety of
collective self-regulatory arrangements, featuring designs that may attract
or deter corporate engagement as norm-entrepreneurs. This argument dif-
fers from the previous ones in that institutional factors play a role as ‘pull’
rather that ‘push’ factors. For the purpose of this study, three institutional
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factors, namely, structural autonomy, flexibility of institutional rules and
procedures, and the legitimacy corporations ascribe to a certain type of
transnational governance arrangement were identified and investigated.

Section 5.1 analyzes the validity of the assumption that corporations
prefer to engage in norm setting autonomously, without interference from
other types of actors. Autonomy is said to be limited by two aspects of in-
stitutional design - the actor configuration and the steering instrument
employed within an initiative. These two aspects are compared to the rea-
soning of interviewees on the importance of autonomy preservation. The
variable is found to be highly significant — although in some aspects cor-
porations seem more ready to accept or even support intrusions into their
autonomy than might be expected.

In Section 5.2, flexibility of transnational governance arrangements is
discussed as a means to attract companies to engage in norm setting and
norm development, referring to research results on the nature of political
institutions and processes of institutional change. Flexibility is conceptu-
alized as a design pattern of self-regulatory initiatives capable of exerting
influence on participating companies. Corporate norm-entrepreneurship
is most likely to occur in moderately flexible institutions. This argument
refers to a rationalist model of interaction: Corporations follow a cost-bene-
fit ratio, weighing the foreseeable costs of corporate engagement against the
benefits. The flexibility of self-regulatory initiatives is integrated as a factor
in corporate cost-benefit analysis. Therefore, companies reduce regulatory
complexity by participating in flexible institutions only to the extent that
the costs of behavioral adjustment do not outweigh the benefits.

In Section 5.3, the focus shifts from objectively observable design features
to the subjective perceptions of corporations: It is hypothesized that in de-
ciding in which initiative to engage as norm-entrepreneurs, corporations
are also driven by considerations of legitimacy. Legitimacy is also analyzed
to establish whether it consists of the corporations own internalized ideas
of legitimacy or whether they seek to fulfill the expectations of external
actors. Corporate legitimacy criteria are identified from the interview data:
they show that corporations are indeed driven by legitimacy considerations
but that their concepts of legitimacy are rather flat or limited in comparison
to demands voiced in the public sphere.

To test the nine hypotheses derived from the three clusters (Table 2.5),
the 10 norm-entrepreneurs were empirically analyzed in detailed case stud-
ies based on secondary as well as primary sources. Apart from literature
reviews and analyses of company, civil society and business associations’
publications and websites, data were generated through semistructured
expert interviews with representatives of the 10 companies and the 6 self-
regulatory initiatives. It was agreed with the interviewees that personal and
corporate anonymity would be preserved to avoid a social desirability bias
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Table 2.5 Hypotheses to explain corporate norm-entrepreneurship

The social and political environment

H1 - Transnational Public
The more active the transnational public is in the environment of a corporation,
the more the corporation is likely to engage in norm-entrepreneurship.

H2 — Home State Socialization
The more a company’s home state provides enabling institutional structures, the
more likely it will engage in corporate norm-entrepreneurship.

H3 - Heterogeneity of Regulatory Environments
The more a corporation is exposed to heterogeneous regulatory environments, the
more likely it will engage in corporate norm-entrepreneurship.

Corporate Characteristics

H4 - Corporate Vulnerability
The more vulnerable a company is through its reputation or identity, the more it is
likely to engage in corporate norm-entrepreneurship activities.

HS5 — Ownership Structure

The more a company'’s shareholdings are concentrated with government, family
investors, or pension funds as major shareholders, the more it is likely to engage in
norm-entrepreneurship.

H6 - Corporate Culture
The more a corporation’s culture is a ‘culture of responsibility’, the more it is likely
to engage in norm-entrepreneurship.

Institutional Designs

H7 — Autonomy Preservation

The more a self-regulatory initiative preserves the autonomy of participating
companies, the more appealing it will be for companies to engage in norm-
entrepreneurship.

HS8 - Flexibility

The more a self-regulatory initiative consists of moderately flexible institutions, the
more corporations are likely to engage as norm-entrepreneurs.

H9 — Legitimacy

The more a self-regulatory initiative is perceived as legitimate, the more
corporations are likely to act as norm-entrepreneurs.

in the answers. Therefore, all transcripts have been encoded as C1 to C11 for
corporate representatives and I1 to 112 for representatives of self-regulatory
initiatives. Interviews conducted in German have been translated but not
indicated as such when referenced so that quotes cannot be associated with
any particular interviewee. Additional insights have been derived from par-
ticipatory observation in various expert meetings of self-regulatory initia-
tives between October 2005 and November 2008. For the causal analysis
in Chapters 3 to 5, the interview data have been coded, in accordance with
Chatham House rules.
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Notes

1.

2.

A detailed introduction into the concept of norm-entrepreneurship (versus norm-
consumership) is contained in the background paper by Flohr et al. (2008).

This implies that when norms have not yet reached taken-for-granted status
(Finnemore and Sikkink 1998), acts of norm implementation can also be clas-
sified as norm-entrepreneurship. A similar distinction between early and late
adopters is employed here, as is done in the classical norm-emergence models, by
identifying the role of norm leaders or regime proponents as those active early in
the norm life cycle.

See http://www.sa-intl.org/, date accessed 19 May 2009; Wick (200S), Leipziger
(2001, 2003), Gilbert and Rasche (2007).

See http://www.transparency.org/global_priorities/private_sector/business_
principles, date accessed 19 May 2009; Transparency International (2003, 2004,
2005, 2008a).

. See http://www.unglobalcompact.org/, date accessed 19 May 2009; Kell and Levin

(2003), Rieth (2004), Kell (2003).

See http://www.wolfsberg-principles.com/index.html, date accessed 19 May 2009;
Hinterseer (2002); Pieth and Aiolfi (2003a, 2003b, 2004); Pieth (2006).

See http://www.globalreporting.org/Home, date accessed 19 May 2009; Gee and
Slater (2005); KPMG (2002, 2005).

See http://www.bsci-eu.com/, date accessed 19 May 2009; Business Social
Compliance Initiative (2005, 2006, 2007); Egels-Zandén and Wahlqvist (2007).
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Part 11

Causes of Corporate
Norm-entrepreneurship

Part II of this volume examines the conditions under which corporate norm-
entrepreneurship is more or less likely to occur. Three sets of explanatory
factors are tested on the basis of empirical data from interviews with the
representatives of companies and self-regulatory initiatives, and of second-
ary sources such as statistics, databases, and rankings.

Chapter 3 covers the social and political environment in which corpora-
tions operate. In the first section, the role of the pressure built up by trans-
national NGOs is analyzed. The emergence of corporate social responsibility
(CSR) is commonly associated with NGO campaigns against single corpora-
tions or whole industries. We examine whether activist pressure also affects
corporate norm-entrepreneurship. In the second section, we focus on the role
of the home state of a company. In the age of globalization corporations are
often considered to be ‘stateless’ actors. Yet, the home state may still matter
by providing institutional incentives for corporate norm-related activities.
To tackle this research question, different possible influences at the home
state level are tested, including the level of regulation and the business-
government relations. The last section investigates the heterogeneity of the
regulatory environments that norm-entrepreneurs deal with. Transnational
corporations are faced with the national laws of different states. Having to
adapt to different regulatory environments may impose costs on corpora-
tions, which in turn may affect corporate norm-entrepreneurship.

Chapter 4 focuses on the characteristics at the company level that influ-
ence corporate norm-entrepreneurship. The first section explores the
explanatory value of a corporation’s vulnerability to reputational costs for
its willingness to engage in norm-related activities. Companies do not want
to lose their ‘license to operate’. Reputation is understood here as an intan-
gible characteristic of a corporation. An additional factor affecting corporate
behavior is the type of ownership. The chapter analyzes in how far govern-
ment or family ownership, or the dominance of institutional investors can
explain corporate norm-entrepreneurship. The final section examines the
role of organizational or corporate culture.

Chapter 5 investigates the institutional characteristics of transnational
governance initiatives. Corporate norm-entrepreneurship can take place
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either unilaterally or in collective private-private, multistakeholder, or pub-
lic-private governance arrangements. These different types of governance
arrangements may encourage, limit, or prevent corporations’ engagement
as norm-entrepreneurs. However, there is still little knowledge about the
extent to which existing or possible future institutional patterns can facili-
tate corporate norm-entrepreneurship. Section 1 investigates different types
of actor configurations and steering instruments to find out how the struc-
tural autonomy of corporations in specific types of governance arrange-
ments influences their behavior. The second section analyzes the flexibility
of institutional rules and procedures. Section 3 focuses on the legitimacy that
corporations ascribe to certain types of transnational governance arrange-
ments and the influence of such legitimacy perceptions on corporate norm-
entrepreneurship. The institutional factors investigated in chapter five differ
from the preceding variables because they are likely to pull rather than push
corporate norm-entrepreneurship. They do not explain why corporations
change their behavior and become norm-entrepreneurs, but they determine
what kind of governance arrangements corporations will look for once they
have decided to become norm-entrepreneurs.

In Chapter 6, the findings of the causal analysis presented in the previous
chapters are assessed in comparison. Two ideal-type pathways that are likely
to lead to corporate norm-entrepreneurship are identified, based on differ-
ent assumptions about the underlying rationalist or constructivist rationale
of corporate actors, and on specific combinations of necessary and facilitat-
ing conditions.



3

The Social and Political
Environment

3.1 Transnational public

The most intuitive answer to the question of what makes corporations
engage in CSR activities and, more specifically, norm-entrepreneurship is
public pressure. Because corporations are profit-maximizing enterprises, it
is assumed that they do not develop any interest in beyond profit activities
unless external factors exist. Corporations consider engaging in CSR only
when civil society or consumers succeed in either reframing their moral
demands into solid business cases or in awakening corporations’ moral sen-
sitivity (Gunningham and Rees 1997). How far this expectation holds true
for corporate decisions to engage in norm-entrepreneurship is examined
here. Given the dual character of the public as a structural variable and
an actor endowed with intentionality (Habermas 1990; Gerhards 1994;
Neidhardt 1994), it is assumed that structural conditions are necessary for
a transnational public to function but that NGOs and other civil society
actors form the basis of public pressure on corporations. Changes in the
structure of international relations have enabled nonstate actors to become
influential and the deliberate actions of transnational NGOs, for example,
reinforce these changes.

3.1.1 Transnationalism as a prerequisite

This argument relies on the notion that macro-structural changes in inter-
national relations have allowed for the ‘transnational public’ to become a
potential influencing factor in world politics: The international system has
increasingly developed into a ‘world society’ characterized by growing insti-
tutionalization and the diffusion of actors and arenas of interaction (World
Society Research Group 2000). As problem structures become globalized
and problem solving capacities privatized, nonstate actors are no longer just
the subject of state action but have become subjects of and active partici-
pants in transnational political processes (Weiss and Gordenker 1996). Even
though pressure groups within nation states has been the traditional study
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focus (Arts 1998: 24), studies of transnational civil society exist, concluding
that it exerts considerable influence on international politics, changing pol-
icy-making procedures at the international level and contributing to better
or more desirable outcomes (Arts 1998; Willets 1996; Khagram et al. 2002;
Keck and Sikkink 1998). Within this framework, often referred to as the ‘new
transnationalism’ (Keohane and Nye 1972; Risse-Kappen 1995; Heins 2001;
Dingwerth 2007), another shift has taken place recently: nonstate actors are
increasingly refocusing their attention away from primarily targeting states
to addressing other nonstate actors, such as corporations (Doh and Teegen
2003; Winston 2002). Probably one of the most visible aspects of this new
phenomenon lies in the fact that a number of international NGOs who
focus on human rights and environmental protection are wholly devoted to
affecting corporate behavioral change (such as CorpWatch, Co-op America,
Banktrack, Sweatshop Watch, and Corporate Europe Observatory). They are
frustrated with the limited willingness of states to take legislative measures
and instead channel their campaigns at corporations.

3.1.2 The origins of norm-entrepreneurship and public pressure

Transnational public pressure has previously been linked to corporate
norm-entrepreneurship in publications referring to the early history of cor-
porate social responsibility. The first instance of activist pressure for corpor-
ate behavior change was the anti-apartheid campaign, based in American
student and church organizations pressuring corporations and investors
to disinvest from South Africa (Klotz 1995: 97-100). The campaign ultim-
ately resulted in the establishment of the Sullivan Principles, one of the
first collective self-regulatory codes of conduct (Klein 2002: 346). Similar
dynamics have proliferated since the mid-1990s when activist, media, and
consumer campaigns targeted businesses such as Levi-Strauss, Matel and
Disney, Nike, Wal-Mart, and Starbucks for exploitive practices in their sup-
ply chains. These campaigns spurred the creation of a variety of initiatives
that involved the first instances of norm-entrepreneurship by corporations,
such as the Levis Strauss Supplier Standards, Rugmark, and SA 8000 (Varley
1998: 12-13).

Who are those external actors exerting influence on corporate behavior:
customers, investors, civil society actors, or the public? What is the behav-
ioral logic behind corporate engagement in rule making when caused by
public pressure? Which causal mechanisms link public pressure to corporate
behavior change? When faced with new public expectations, raised par-
ticularly by transnational NGOs, it might either be the construction of a
business case through mobilizing consumer or investor pressure, or corpora-
tions might be persuaded that their activities are morally wrong. Although
activists will often resort to pressure strategies that involve other sectors of
society, transnational NGOs are still assumed the decisive public force. The
hypothesis is summarized as:
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Hypothesis 1 (H1): The more active the transnational public is in the envi-
ronment of a corporation, the more the corporation is likely to engage in
norm-entrepreneurship.

3.1.3 The construction of a business case by
transnational public pressure

Macro-structural changes in the international system have increased the
weight of nonstate and civil society actors in particular, as the main ele-
ments of the transnational public. The assumption that public pressure
can force corporate behavior change relies to a certain extent on a classical
understanding of corporations who follow a purely profit-driven rationale
and engage in seemingly nonprofit activities only when they can be trans-
formed into a business case, either through generating additional profit or
preventing additional costs (Take 2002: 73). Several alternative pathways are
possible to achieve this end but, as the historical examples above show, all
of them usually rely on the activities of specialized groups within society,
namely activists, deliberately aiming to create a business case for corpora-
tions. These actors will usually try to involve other subsets of society to
reinforce their goals. For example, consumers, through their consumption
decisions, can influence the profits of a firm directly and use this power
to achieve behavior change. The public can also exert pressure on a cor-
poration from the supply rather than the demand side: investors can with-
hold finances from a corporation if it does not act in accordance with their
expectations (Kong et al. 2002). Activists might also harm the reputation
of businesses, which can indirectly translate into pecuniary loss or benefit.
However, this last method presupposes the corporation’s market rational-
ity to be of the complex kind — where the calculation of costs and prof-
its includes intangible assets, such as the corporation’s reputation (Haufler
2001: 26-7; see also Section 4.1 on vulnerability). This logic thus moves
away from rationalist concepts of material incentives as being the only rele-
vant ones and assumes corporations also to be sensitive to purely social
pressure (Schimmelfennig 2003: 410-11).

In his study of NGO influence in world politics, Take differentiates between
three levels of influence; national, international, and societal, asserting that
the societal is often overlooked in studies of NGO strategies (Take 2002:
68). NGO activities targeting corporations belong to this category. It can
be differentiated further into campaigns that seek to incur economic costs
on corporations through consumer boycotts, institutionalized monitoring
by NGOs, and eco-sponsoring that seeks to reward corporations for good
behavior with a positive public image. Take also compares the indirect tar-
geting of corporations by raising the awareness of their customers to NGO
strategies of educating voters to exert their political influence on election
candidates.! These distinctions emphasize that NGOs are only one of several
public actors who can potentially influence corporations, although they are
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probably the one who strives the most deliberately to put pressure on corpo-
rations. Strategies differ even when aiming at the same goals, depending on
the assumptions made about corporate constitution and sensitivity.

Civil society can raise awareness of putative corporate wrongdoings and
put them on the public agenda. Corporations have to react to avoid nega-
tive, tangible, and intangible effects. These types of business cases are dis-
tinguished by the different subsets of the public they involve (consumers,
investors, civil society) or by the type of costs through which they seek
to incur influence (revenues, reputation, finances). From this rationalist
perspective, advocated in International Political Economy (IPE) (Stopford
et al. 1991; Fuchs 2005) and by theories of corporatism (Ottaway 2001),
businesses’ reactions to this pressure are primarily regarded as a means of
taming rather than empowering civil society actors (‘global corporatism’),
whose impact on corporations would therefore only trigger the develop-
ment of new strategies of profit-maximization.

3.1.4 The moral case made by the transnational public

The second mechanism that could explain corporate behavior change trig-
gered by public pressure supposes that corporations may not always be
driven by profits alone and may be affected by normative change at the
international level (Rieth and Zimmer 2004), civil society lobbying and new
cognitive frames by which companies judge activities formerly considered
legitimate (Finnemore and Sikkink 1998; Nadelmann 1990). This process
may start as pure lip service, that is, as a strategic behavior employed by
actors who are unwilling to change their normative frames but who strive
for international recognition. As research of states under normative pres-
sure has shown, it can lead to self-entrapment and result in internalization
and moral conviction (Risse et al. 1999). Just as states can be socialized into
wholly new identities and behavioral constraints, corporations might also
be able to undergo identity changes when cognitively challenged from the
outside. Even though research on this is still scarce, the same framing and
social construction techniques that persuade states of new normative stand-
ards (Deitelhoff 2006) could also have an affect on corporations and set off
similar processes of strategic self-entrapment.

For this kind of ‘corporate identity change’ through the spread of global
norms, the modes of interaction employed by civil society are of crucial
importance. As demonstrated by Rieth and Zimmer (2004), companies are
more likely to accept new standards of appropriate behavior when NGOs
transform their strategies away from confrontation and toward collabor-
ation in multistakeholder settings (see also Mark-Ungericht 2001; Heins
2005).2 Shaming campaigns prevent companies from being persuaded by
normative arguments. For persuasion to have effect, interactions must be
discursive and aimed at learning, rather than confrontational and aimed at
coercion. By employing coercive strategies on corporations who specifically
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violate norms with strong normative force, NGOs run the risk of reducing
the weight that their argument could have in discourse. Hence, NGOs have
started to become more flexible. Having traditionally taken on the role of
confronters, convinced that corporations will act only when their financial
interests are threatened (business case), NGOs increasingly now play the role
of engagers, trying to draw corporations into dialogue and persuade them to
change their behavior by means of ethical and prudential arguments (moral
case) (Winston 2002; Rieth and Gobel 2005). For corporations, it seems to
be increasingly difficult to escape the normatively textured environment
they see themselves confronted with and where they seek to appease via
new modes of institutionalized dialogue (Mark-Ungericht 2001: 57-8), this
opens pathways for moral persuasion that can be promoted by an active
transnational public.

3.1.5 Identifying the role of public pressure

Following Hypothesis 1, it is assumed that transnational NGOs have the
capacity to influence the public agenda, deliberately mobilize larger parts
of the public and generate pressure by targeting corporations. The website
of the Business and Human Rights Resource Centre? is ‘tracking the positive
and negative impacts of over 4000 companies worldwide’ and although it
focuses on corporate activities and misdeeds primarily in the field of human
rights, it can serve as a useful indicator of transnational public attention
levels. The number of posts on the site indicates the level of public pressure
on a corporation. However, the principal indicator is not the number of
hits targeting one specific company but, rather, those targeting a specific
industry sector because only a few exceptional civil society campaigns have
focused on single companies. In the majority of cases, an entire industry
sector was targeted. Targeting one company from a sector often puts the
spotlight on its peers, as seen in the campaigns against Nike and Starbucks
that resulted in closer scrutiny of the whole apparel and coffee industries.
Therefore, the number of posts targeting an industry sector serves as an
approximation of the level of transnational civil society activity. To sub-
stantiate further the claim that there is a causal relationship between the
pressure created by NGOs and corporate norm-entrepreneurship, qualita-
tive data from expert interviews are consulted as well. The interview data
are also helpful for identifying what exact causal mechanisms are at work
as interviewees referred to civil society pressure as a cause for engagement
and, more specifically, to either the costs or moral convictions underlying
their companies’ decisions.

Applying Hypothesis 1 to the available empirical data, the prime expect-
ation is that the corporations most actively involved in norm-entrepreneur-
ship were targeted by civil society campaigns to above average degrees,
resulting in above average numbers of hits on the website. Vice versa, corpo-
rations and sectors that have not attracted much civil society attention and
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therefore have fewer hits on the website are not expected to significantly
engage in norm-entrepreneurship.

Quantitative analysis

The number of posts on the Business and Human Rights website indicates
the variance in intensity with which the public follows the activities of dif-
ferent industry sectors. Table 3.1 shows the 10 norm-entrepreneurs iden-
tified in Chapter 2 and the numbers of hits their industry sectors have
received. Since the website lists posts in cumulative categories such as ‘nat-
ural resources’, comprising ‘mining’ and ‘oil, gas and coal’ as subcategories
and gives separate numbers for each of these, the following table lists the
number of hits for the relevant subcategories as well as their aggregated
sums. The findings rely only on the numbers of hits received in the subcat-
egories in which a company is active. They are highlighted in bolt print and
their aggregate can be found under the title “Total hits of relevance’ at the
end of each row.

Looking at the total hits within sectors first, the extractive industry (‘nat-
ural resources’) has received more than twice the attention of the financial
sector and a third more than the apparel industry. The technology and chem-
icals sectors are even further behind. This considerable variance in public
pressure stands in contrast with the high level of norm-entrepreneurship of
all of the ten selected outstanding norm-entrepreneurs. However, it would
be premature to draw conclusions from these findings without contrasting
them to the levels of attention received by other corporations less active as
norm-entrepreneurs. Indeed, this further test yields more interesting results:
When the hits of the subsectors of the selected norm-entrepreneurs are com-
pared with those of other subsectors, few have been exposed to equally high
levels of attention as even those least targeted among the sample. Leaving
aside the diversified companies such as Sasol and Tata — where it is difficult
to disentangle the targeting of which of their many product lines influences
them most — the lowest results are found for the subsectors ‘technology, tel-
ecom and electronics’ (1035 hits) and ‘finance and banking’ (1119 hits). In
fact, out of the 188 listed subsectors, only three — ‘agriculture and livestock’
(1228), ‘food and beverages’ (1042), and ‘pharmaceuticals’ (1381) — surpass
one or both of these two least targeted of the norm-entrepreneurs and even
then it is only to a small degree.

A minimum level of public attention seems to be a necessary condi-
tion for outstanding norm-entrepreneurship. All of the systematic norm-
entrepreneurs belong to industry sectors that have been targeted above
a certain minimum degree. However, in all of the highly targeted sec-
tors there are also large numbers of corporations not engaged in norm-
entrepreneurship, at least not systematically. Transnational public
pressure alone cannot function as a sufficient condition to foster norm-
entrepreneurship.
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Company Hits on business and human rights website
BP Natural resources (total hits) 6,153
Shell Cork 2
Diamond 431
Logging & lumber 709
Mining 1,728
0il, gas, & coal 3,036
Paper & cardboard 192
Petrol stations 13
Sand 2
Stone quarries 40
Total hits of relevance 3,049
Credit Suisse Finance (total hits) 1,385
Deutsche Bank Finance & banking 1,119
UBS Insurance 232
Stock exchanges 34
Total hits of relevance 1,119
France Telecom Technology (total hits) 1,162
Internet companies 127
Technology, telecom, and electronics 1,035
Total hits of relevance 1,035
Inditex Apparel & textile (total hits) 1,971
Clothing & textile 1,406
Footwear 530
Leather & tanneries 35
Total hits of relevance 1,971
Rio Tinto Natural Resources (total hits) 6,153
Cork 2
Diamond 431
Logging & lumber 709
Mining 1,728
Oil, gas, & coal 3,036
Paper & cardboard 192
Petrol stations 13
Sand 2
Stone quarries 40
Total hits of relevance 1,728
Sasol Chemical (total hits) 1,260
Adhesives & glue 8
Chemical: General 747
Cleaning products 12
Dye 5
Ethanol 6
Fertilizer 39

Continued
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Table 3.1 Continued

Company

Hits on business and human rights website

Tata Group/Tata
Motors/Tata Steel

Industrial gases
Ink
Paint
Pesticide
Refrigerant
Total hits of relevance:
Natural Resources (total hits)
Cork
Diamond
Logging & lumber
Mining
0il, gas, & coal
Paper & cardboard
Petrol stations
Sand
Stone quarries
Total hits of relevance:

Metals/plastics/basic materials (total hits)

Fiberglass
Foam
Glass
Metals & steel
Plastics
Rubber
Soda ash
Transport (total hits)
Transport: General
Aircraft/airline
Airports
Auto parts
Auto rental
Auto wrecking & salvage
Automobile & other motor vehicles
Bicycle
Bus
Ferry
Railroad
Snowmobile
Taxi
Tire
Conglomerates
Diversified/Conglomerates
Total hits of relevance

12

33
371
25
786
6,153

431
709
1,728
3,036
192
13

40
3,036

579

54
422
68
29

1,108
247
17

35
627
14

67

35
218

218
1,267

Source: http://www.business-humanrights.org/Home, accessed 1 January 2006.
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Qualitative analysis

Further insight into whether and how much corporations were motivated
by being heavily targeted — or whether the correlation is merely coincidental —
is achieved by analyzing the qualitative data from interviews with corpor-
ate experts. Potential clues are expected to explain why transnational public
pressure seems to motivate some corporations but not others. The significant
influence of NGO pressure on corporate behavior and specifically in inducing
norm-entrepreneurship was confirmed in most interviews with representa-
tives of individual companies and self-regulatory initiatives —as is exemplified
by the following statement: ‘We could easily become the target of an NGO
campaign because we are highly exposed. [...] For that reason, it is of course
very important that we do much more than the minimum for the sake of
prevention. For we know it is always about reputation and about avoiding
negative perception. Therefore, we do considerably more as a means of antici-
pation, so to say’ (C11, 24 May 2006). This statement explains why norm-
entrepreneurship is a chosen reaction to civil society pressure: Engagement
in norm setting shows responsibility beyond the minimum degree required
in a somewhat proactive and anticipatory way — in the hope of preventing
further negative pressure in the future. It is interesting that public influence
on corporations strongly depends on whether NGOs succeed in mobiliz-
ing a broader base among other segments of society that can exert influ-
ence upon corporations: ‘Civil society is the voice that is heard [...] but only
those topics are successful that find support in the broader public’ (C2, 11
September 2007). It seems more appropriate to speak of the influence of the
societal environment rather than narrowing it down to civil society. As one
company representative stated, “We surely follow the civil society debate,
if you want to reduce it to NGOs. However, there are so many stakeholder
groups that we have to take into account that we rather try to have a gen-
eral picture of the overall societal environment’ (C2, 11 September 2007).
While many statements explicitly referred to transnational NGOs, others
also stressed the strong influence of home state-specific societal pressure:
‘In each country the stakeholder community is a little different, especially
in terms of trade unions and critical NGOs which address these topics to
corporations. As a result, the companies from countries with particularly
aggressive campaigns, above all Germany, Sweden and the Netherlands,
have an important incentive to say, “Yes, we actually want to do more”’
(113, 28 July 2006).

Another notion that figured very prominently, especially in statements
from initiative representatives, was that the differing degrees to which spe-
cific companies have been or are targeted by campaigns do not make sig-
nificant differences to corporate behavior anymore once the corporations
realize that they are generally under scrutiny. Therefore, they no longer react
to single instances of pressure but take public scrutiny as something they
constantly have to be aware of: ‘Company X might not have been targeted
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to the same extent as company Y has. But they know that the whole sector
is in the spotlight. They are all under heavy fire, at all times’ (I5, 28 April
2006). The following statement also supports this pending tendency of pub-
lic pressure: ‘Without a doubt, when globalization really took off in the
1990s, it was of course the [...] oil corporations that first became subject to
activists’ attacks as well as to critical media coverage. [...] Meanwhile, there
is no corporation, no single sector that is not affected by those [attacks], [...]
whether it is services or industry or consumer products’ (12, 27 March 2006).
Once general public awareness and attention to corporate misdeeds has
passed a certain threshold, the temporarily heightened or lowered regard
for specific industries or companies becomes less relevant. Hence, the level
of public pressure should not be conceived of as a variable but represents a
constant factor, functioning as a sort of ‘background noise’ experienced by
and having an impact on all contemporary corporations in all sectors.

This relevance of ‘world time’ (Risse et al. 1999: 19-22) as a factor also
seems to be of high importance if norm-entrepreneurship is understood as
a specific subcategory of CSR behavior that is not necessarily the automatic
reaction to NGO pressure but might develop over time and only if add-
itional conditions are fulfilled. Representatives from various corporations
outlined the difficulty that arises when NGO pressure stimulates them to
engage in norm-entrepreneurship but the same NGOs then do not enter
into constructive dialogue. Pressure alone, therefore, seems to lead to only
short-lived norm-entrepreneurship when NGOs are not ready to switch
their strategy from confrontational to cooperative later in the process. This
view is confirmed: ‘This is another issue where corporations have difficul-
ties: the stakeholder dialogue. There is dialogue, there is a lot of criticism,
but we find it difficult to establish constructive collaboration with some of
the stakeholders. That is always a pity because we see that they also have
experience in this domain and they know where the problems are. They
approach the corporations, but if one invites them to sit down together and
to try to find a way to solve the problem for good, then the willingness of
many of them is very limited’ (I13, 28 July 2006).

As this last statement highlights, learning within and among corporations
and civil society actors also plays an important role as a causal mechan-
ism for corporate norm-entrepreneurship. It suggests that corporations may
be engaging in rule setting because of persuasion and with a real interest
in improving their behavior. A representative of a company not among the
most highly targeted of our sample even went as far as saying that it is an
interest in learning more than a fear of being targeted that makes compan-
ies get involved with civil society ‘because we think we can progress with
them and improve our environmental behavior. [...] We think we can learn
something from them and the partnership could be constructive. We have
no special reason to be concerned about the NGOs and do not fear to be a
target’ (C8, 10 January 2008). One initiative representative even stressed a
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sequential logic in the causal mechanisms that works in the opposite dir-
ection to those usually identified in International Relations (IR) research,
where actors start to adapt their behavior strategically before changing their
cognitive frames. ‘Originally, it was all a question of morality; the NGOs,
the press, media, students and partly also the consumers, they all ‘made the
moral case’. That’s how it actually began. But nowadays, it is more and more
turning into a business case’ (12, 27 March 2006). However, some experts
argued much more skeptically about the corporate potential for persuasion
and learning. They stressed that NGO pressure can, at maximum, lead to the
redefinition of a business case without affecting the rationalist logic of profit
maximization: ‘We all saw that scandals are extremely difficult to manage.
[...] These all [have] enormous ‘complexity’ costs. [...] The corporation wanted
to better handle the reputational risk that impacted the capital markets, the
external communication and media relations. I do not believe that it wanted
to improve society. It is more trivial than that’ (I7, 15 May 2006).

3.1.6 Conclusions

These findings underline the significance of the transnational public, which
is exemplified by the pressure of transnational NGOs, but in a slightly mod-
ified way. While this factor is without doubt influential - as confirmed by
experts from corporations and self-regulatory initiatives alike — the data sug-
gest some specifications: The levels of attention that the systematic norm-
entrepreneurs receive from the transnational public vary significantly.
However, the levels are still generally higher than in the sectors in which
they do not operate. Taken together with the repeatedly stated expert views
that corporations are generally aware of the scrutiny they are under and that
the differing degrees of this scrutiny between single corporations or sec-
tors are of less relevance, it can be concluded that the pressure built up
by the transnational public functions as ‘background noise’ that all cor-
porations are sensitive to. This background noise was created over the past
decade and has been kept up to a generally high level by NGOs. It seems
to be a prerequisite for corporations to engage in norm-entrepreneurship
but cannot fully explain why some do and some do not. There is reason
to assume that the background noise, having a minimum level of general
public attention to corporate misdeeds and capacity to exert pressure upon
corporations, is a necessary condition for any norm-entrepreneurship to
occur. Unfortunately, this cannot ultimately be proven within this study
for methodological reasons since both conditions, the existence of a certain
amount of societal pressure upon corporations and the existence of corpo-
rate norm-entrepreneurship, have coincided since the early 1990s. Because
of this, a straightforward research design that allows for a systematic com-
parison cannot be constructed here to prove the causal connection.
Nevertheless, there is good reason to believe that a significantly high level
of pressure from transnational NGOs is a sufficient condition for corporate
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norm-entrepreneurship: No corporation has been identified to date that
in being heavily targeted by at least one civil society campaign has not
responded by engaging as a norm-entrepreneur, either individually or in
collective self-regulatory initiatives. Examples not examined here include
Coca-Cola, Nike, WestLB, and Union Carbide. When severely pressured, all
reacted by engaging in norm setting, either individually, such as the Coca-
Cola Code of Business Conduct or the Nike Code of Conduct, or collectively,
such as WestLB’s involvement in the Equator Principles or Union Carbide as
an active member of the Responsible Care Initiative.

3.2 The home state

The home state — the state where a company is legally incorporated
(Muchlinski 2007; Zerk 2006) — is a controversial factor in the debate on
corporate behavior change. There are two contradictory views: In the glo-
balization debate, companies are usually portrayed as de-nationalized or
stateless entities that are purely guided by ‘their own bottom lines — without
regard to any national or local interest’ (Korten 1995: 127). In this view,
the state is seriously challenged by the internationalization of production
and TNCs' disregard for the boundaries of territorial politics. Some scholars
suggest that the home state, a variable formerly considered important in
corporate behavior, is suffering a significant loss of influence and have con-
cluded that the emergence of new forms of private authority is synonymous
with a general weakening or retreat of the state (Ohmae 1995; Strange 1996).
Comparative law, politics and IPE approaches claim that the home state still
matters as a factor in explaining corporate behavior (Doremus et al. 1999;
Nolke and Taylor 2007). Linking these contributions to the study of cor-
porate norm-entrepreneurship, this section investigates whether institutional
structures at the domestic level enhance or inhibit corporate engagement
in norm setting and norm development processes by testing the validity of
two causal mechanisms.

Hypothesis 2 (H2): The more a company’s home state provides enabling
institutional structures, the more likely it will engage in corporate norm-
entrepreneurship.

Corporate law literature, comparative political economy, and comparative
politics literature are examined in search of possible causal mechanisms
and appropriate indicators to measure home state influence on corporate
behavioral change. Assuming a rationalist rationale, the empirical analysis
first looks for the explanatory value in the level of regulation approach,
analyzing the home states of the ten systematic norm-entrepreneurs. An
alternative explanation is then tested, based on the business-government
relations approach, which follows constructivist thinking (Wolf et al. 2010).
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In seven country case studies, the dominant type of business-government
relations in the home states of the 10 systematic norm-entrepreneurs is ana-
lyzed as a factor either enhancing or inhibiting corporate behavioral change.
Finally, the empirical analysis is expanded, looking for cross-national vari-
ations in corporate norm-entrepreneurship in two collective self-regulatory
initiatives and two additional countries that have interesting numbers of
corporate norm-entrepreneurs.

3.2.1 The business case — the national level of regulation

One way of conceptualizing the home state’s influence on corporate norm-
entrepreneurship is to follow the assumption that the home state’s level of
regulation determines company behavior. As Braithwaite and Drahos argue,
the national level of regulation defines the scope and boundaries of corpor-
ate activities (Braithwaite and Drahos 2000) and drives corporate behavior
change even outside the home state. Companies always attempt to create a
level playing field to reduce competitive disadvantage internationally and to
make the same level of regulation applicable to their competitors. In order
to achieve this leveling, they seek to make voluntary standards of behavior
(equal to those they are subject to in their home states) applicable to all com-
peting corporations. The underlying rationalist causal mechanism assumes
that corporations calculate the cost of regulatory diversity: Companies com-
pare the level of regulation they are used to complying with in their home
states with the regulatory obligations their competitors face. Scholars also
put forward this argument in comparative political economy, particularly in
the Varieties of Capitalism (VoC) approach (Crouch and Streeck 1997; Hall
and Soskice 2001; Nolke and Taylor 2007; Streeck and Yamamura 2001).4
This logic corresponds with statements in expert interviews, in which
national regulation by the home state was portrayed as creating incentives
for corporate action: ‘Sometimes the state says: “if you do not regulate your-
self, it will be regulated by law”. From my point of view, the state should
do this more often; it creates incentives’ (I7, 15 May 2006). One company
representative explained that his company does business all over the globe,
complying with the standards prevailing in the home state: ‘And if you go
to a country with a weak legislative system or a country like Qatar where
the environmental legislation is basically absent: What do you do when you
enter that market? [...] Even though the country does not have legislation
in a specific field, we will still do it the way we do it in (our home state), to
comply with minimum standards. In other words, we try to engage with the
country to lift the standards while setting the example by not doing some-
thing recklessly or to obviously contravene good or best practices in the
rest of the world. So the political area is important for us’ (C5, 8 November
2007). These statements provide initial empirical clues of the national level
of regulation working on corporate behavior change. According to another
interviewee, ‘for us, the distinction between home state and host state
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almost no longer exists. We have two home markets [...] The same might go
for other internationally operating companies. However, if we participate
in projects or business far away from our home states or home markets this
engagement might have impacts in the home state. I think we are expected
to comply with the same norms and values that apply to our headquarters,
to our home state, [and] as far as possible, also in our operations world-
wide’ (C11, 24 May 2006). Such statements support the expectation that the
ten systematic norm-entrepreneurs should originate from highly regulated
home states.

3.2.2 The constructivist case — national socialization

Following a constructivist path, a causal mechanism can be derived by
combining corporatist research in comparative politics with socialization
literature. In comparative politics literature, policy styles, decision-making
procedures, and mechanisms for societal involvement within a country are
regarded as conditions that determine how far companies are likely to take
on public roles. Characteristics of national economies influence the varying
degrees to which corporations are accustomed to interacting with govern-
ment in a cooperative manner. Corporatist research differentiates national
political systems along two interrelated dimensions: The degree to which
interest intermediation is organized and centralized within a national econ-
omy, and the degree to which these organized interests are regularly con-
sulted in legislative processes (Lijphart 1999: 171; Schmitter 1982: 262-3).
The latter is referred to as ‘concertation’ and is in contrast to the opposite
mode of policy making, ‘pressure’, where interest groups seek to influence
the policy process from outside (Schmitter 1982: 263). Corporatist systems
are different to liberal systems where interaction between business and gov-
ernment is not institutionalized but is the outcome of political competi-
tion and bargaining. Finally, in interventionist systems the state dominates
business-government relations significantly by unilaterally enforcing strict
policies (Crouch 1993; Katzenstein 1985).

This general analysis can be further differentiated into specific national
styles of business regulation. ‘Adversarial legalism’ characterizes a type of
business-government relationship that is exemplified by the United States,
while in nonadversarial relationships, such as the UK, corporations act in
partnership with government entities (Vogel 1986; Kagan and Axelrad 1997).5
Such business-government relations at the national level are institutions of
socialization that can alter the identities and preferences of companies. The
underlying causal mechanism is a constructivist one, which is quite similar
to the understanding of international socialization in IR, in which actors
are socialized into a new community by being ‘taught’ the norms constitu-
tive of and applied in that community (Finnemore 1996; Schimmelfennig
2003: 406). Departing from the assumption that corporations will usually
be opposed to or not interested in taking on public functions by providing
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regulation as a public good, constructivism assumes that such preferences,
and thereby certain aspects of the social identity of corporations, can be
altered. In this argument, companies are nationally socialized into specific
norms of procedural character, prescribing how norm-setting processes
should be organized and how public goods should be provided — in either
cooperation or confrontation with public and private actors.

Accordingly, companies that are exposed to cooperative business-govern-
ment relations at the national level are more likely to take on a pro-active
role at the transnational level as well. Companies that are used to adver-
sarial relations or those dominated by heavy government intervention are
unlikely to engage as norm-entrepreneurs. The reaction of corporations
faced with the challenge of substantial new norms from the outside world,
such as emerging CSR norms, depends on the procedural norms they have
been socialized into nationally. The 10 companies that took on political
functions ‘away from home’, engaging in systematic corporate norm-en-
trepreneurship, are assumed to originate from home states with coopera-
tive business-government relations that invite companies to take on public
functions, participating in political processes ‘at home’.

3.2.3 Measuring the level of regulation

To find out more about the home state potential to enhance corpor-
ate behavioral change toward norm-entrepreneurship along either of the
described causal mechanisms, the home states of the 10 systematic norm-
entrepreneurs were examined. To test the rationalist argument, the level of
regulation was measured using the Environmental Regulatory Regime Index
(ERRI), which summarizes country environmental regulatory systems (Esty
and Porter 2002, 2005).” To test the constructivist argument, evidence of
cooperative or confrontational business-government relations that might
enhance or inhibit corporate norm-entrepreneurship activities was sought.

As illustrated in Table 3.2, the 10 companies originate from 7 different
home states. Two countries, Switzerland and the United Kingdom, seem to
particularly foster norm-entrepreneurship.

According to the level of regulation approach, corporate norm-entre-
preneurs originate from home states with an extensive environmental
regulation. The seven home states should feature similarly high levels of
environmental regulation. However, there are significant cross-national dif-
ferences in the level of environmental regulation (Table 3.3).

The seven corporate home states spread across the statistical distribution;
countries such as Switzerland had a high level of environmental regulation
(1.631), countries such as the United Kingdom had a medium level (1.185),
and countries such as India had low levels (-0.759). Even though countries
with high levels of regulation, such as Switzerland and Germany, appar-
ently foster norm-entrepreneurship, some systematic norm-entrepreneurs
originate from countries with significantly lower levels of regulation, such
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Table 3.2 Home state distribution per systematic norm-entrepreneur

Systematic norm-entrepreneur Home state
Credit Suisse Switzerland
UBS Switzerland
Deutsche Bank Germany
Inditex Spain
France Telecom France

BP Plc UK

Rio Tinto UK

Royal Dutch/Shell UK

Tata Group India

Sasol South Africa

Table 3.3 Corporate home states and their ERRI ranking 2002

Corporate home states ERRI
Switzerland 1.631
Germany 1.522
France 1.464
Great Britain 1.185
Spain 0.437
South Africa -0.029
India -0.759

as South Africa or India. Most interestingly, Great Britain, the country with
the highest number of systematic norm-entrepreneurs, scores only inter-
mediately for its level of regulation.

Similar results were found when additional indices were used to indicate
the strength of public policies that might encourage responsible business
practices (Bertelsmann Stiftung 2007; Zadek and MacGillivray 2007). These
group home states such as France, Germany, the United Kingdom and the
United States together as ‘innovators’ or ‘second level maturity countries’,
as these countries are most advanced in embedding responsible business
practices into national policy. However, with no company from the United
States among the 10 systematic norm-entrepreneurs, this approach to meas-
uring national regulation cannot explain the influence of the home state on
corporate norm-entrepreneurship either.

3.2.4 Measuring national business-government relations

To measure the business-government relations® in a company’s home state,
comparative politics literature differentiates between two types of relations,
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based on the prevailing cooperative or confrontational policy styles:
Adversarial economies with clear-cut, hierarchical, top-down approaches
to regulation are contrasted to corporatist types of business-government
relations. In what follows, each of the seven home states is classified as
having confrontational or collaborative business-government relations.
Cooperative interaction between business and government supposedly pre-
disposes companies to engage in norm setting and norm development proc-
esses. Therefore, each systematic norm-entrepreneur is assumed to originate
from a home state with cooperative business government interactions.’

France

French business-government relations operate from a historical background
of a close relationship between government and industry, accepting that the
state has an almost ‘mercantilist’ concern with French economic interests
(Cawson et al. 1987: 10). Because of the accepted monopoly of the state and
the strong belief in its responsibility for the common welfare, there is a deep
mistrust of intermediary organizations. According to the traditional under-
standing of how to divide private and public responsibilities, public author-
ity enjoys a much higher degree of legitimacy than the market.!” In France,
the executive is strong, the legislature weak and the bureaucracy predom-
inant. Interest group politics and lobbying are often seen as illegitimate
(Schmidt 1996: 179) and social welfare is predominantly the state’s respon-
sibility (Blasco and Zolner 2008: 25). Corporatist research finds France to
be only weakly corporatist in nature because, despite strongly organized
interest groups, concertation does not lead to consensus and sector ideolo-
gies remain adversarial (Lehmbruch 1982: 22). France has a socially corpor-
atist system, where labor organizations play a much more important role
than capital ones (Katzenstein 1985: 104-5). The role of the French state in
business-government relations is described as predominantly ‘intervention-
ist’ or ‘dirigiste’ (Schmidt 1996: 46-8). The French government continues
to intervene in business, albeit through laws and incentives intended to
make the economy more competitive and to ‘moralize’ business and labor
relations (Schmidt 2003: 547). Because French companies have no history
of collaborating with government, they are expected to be less proactive in
CSR norm setting and norm development processes.

Germany

In terms of the participation of business in policy making and the insti-
tutions enabling it, Germany is a typical example of corporatism. It has
a high degree of interest group centralization and, above all, concertation
mechanisms that make trilateral consultation on policy making the rule
rather than the exception — although there might not be statutory entitle-
ments granting rights to such consultations (Lehmbruch 1982: 20). Even
though the German policy style might be classed as partly adversarial, as
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it relies on complex legalistic rules, the rules are usually made in consult-
ation with or even by industry itself via institutions that facilitate govern-
ment-industry cooperation (Kollmann and Prakash 2001: 418-20). German
corporations are highly used to participating in setting prescriptive rules
for their own behavior within the German national context — due to cor-
poratist decision-making processes and institutions that make it likely that
such functions have been internalized over time and accepted as part of the
identity of corporations. Although corporate CSR behavior has not reached
its full potential, German business-government relations seem to provide a
solid foundation for norm-entrepreneurship and CSR engagement in gen-
eral (Habisch et al. 2005).

India

Since its independence, India has shifted its policies on business over time
(Evans 1995). It turned toward a policy of ‘Indianization’, with more self-
reliance socially, economically and politically. The Indian government
adopted an interventionist policy approach to development that ‘was not
only blessed by business elites, but was largely authorized by them’ (Reed
2002: 252). In Indian business-government relations, the ‘active and dom-
inant participation by the government in economic activities resulted in
the creation of a protected, highly regulated, public sector-dominated eco-
nomic environment’ (Lal and Clement 2005: 85).!! Up until the early 1990s,
India’s economy consisted of a licensing system requiring government per-
mission for establishing and expanding capacity, excessively high rates of
corporate and personal taxation, severe restrictions on imports of goods and
technology, and tight controls on foreign investment and foreign exchange
transactions (Nayar 1998: 2453). Consequently, the political role of business
was limited: ‘Economic and political elites developed models of governance
that have primarily served their own interest rather than those of society as
a whole’ (Reed 2002: 249). However, in the second half of the 1990s, India
moved away from the interventionist policy style of ‘high regulation intern-
ally and high protection externally to a situation of moderate regulation and
moderate protection’ (Nayar 1998: 2453). Like other developing countries,
where economic actors have come to play a more prominent role and given
a greater say by governments (Whitley 2001), India undertook a program
of liberal economic reforms, giving business an increasing intermediation
role, taking over public functions. Therefore, India is a country in transition
from rather interventionist to collaborative business-government relations.

South Africa

South African corporations are also exposed to a national institutional envir-
onment that is in transition. South African business-government relations
have changed profoundly since the end of apartheid. Under the apartheid
regime, business had to follow the rules of the government. There were tough
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controls on ownership and activities permitted under the apartheid regime
(Chabane et al. 2006). This phase of confrontational business-government
relations was accelerated by the withdrawal of foreign capital and imple-
mentation of economic sanctions against South Africa, which adversely
affected South African business (Harshe 1993). South Africa’s shift toward
democracy after the Government of National Unity took over in April 1994
meant that more cooperative business-government relations developed
(Taylor 2007). The government introduced fundamental changes, includ-
ing liberalization and black economic empowerment (BEE) policies, and the
integration of previously excluded racial and ethnic groups. Black-owned
economic groups gradually emerged (Ponte et al. 2007). Solving the ethical
problems of the disadvantaged players in the economy had top priority in
South African businesses (Rossouw 1997: 1546). In 1994, the government
launched an initiative to promote business culture in South Africa. The
King Report!'? on corporate governance included the creation of a code of
ethical practice for enterprises. Currently, South Africa’s governing and cor-
porate elites are proponents of best practice in corporate governance and
financial regulation, and the reports of the King Committee in 1994 and
2002 - referred to as King I and King II — provide the framework for debate
on corporate governance in South Africa (Andreasson 2007: 2). They show
the tendency to increasingly rely on voluntary business measures instead of
government intervention. Although South African companies only have a
short tradition of responsibility,'* business-government relations have pro-
foundly changed; companies are increasingly engaged politically.

Spain

Spain is commonly portrayed as a ‘mixed economy’ (Rhodes and Molina
2007) that conforms largely with the ‘state capitalism’ model (see Schmidt
2002: 141) where dynamic networks of small and medium-sized enterprises
constitute the backbone of the national economy. There are no monopolistic
and encompassing unions (membership rates are estimated at between 10
and 19 percent and are among the lowest in the OECD) but there is weakly
coordinated bargaining at central, sectoral, and firm levels. State actors
continue to play a direct role in shaping business-labor relations (Royo
2007: 49). The state, authoritarian and officially Catholic (represented by
General Franco’s regime), originally imposed a politicized version of the
common good, which came to dominate social, economic and cultural life
(Argandona 1999: 156). Even after Franco’s death, state actors still played an
important role in the Spanish economy (Royo 2004: 7). Although European
market integration and international competition create pressures to pro-
mote social bargaining and offer incentives to Spanish social actors to address
new challenges through social pacts, Spain lacks encompassing labor market
institutions. However, it has developed some coordination capacity over time
(Royo 2004, 2008): Tripartite bargaining collapsed after 1986, reemerging
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in the mid-1990s, with 25 agreements between 1994 and 2005 (Royo 2007:
49-50). Over the past decade, there have been few notable cases of cooper-
ation among firms, unions, and regional governments.! In the absence of
structured and institutionalized top-level bargaining (Hamann 1998: 433),
Spanish companies interact with a government that is a major institutional
actor who often intervenes in the resolution of coordination problems.

Switzerland

Switzerland is a home state with a general blurring of the state-society dis-
tinction. It is commonly referred to as a small coordinated market economy
with a long tradition in cooperative policy styles. This is symbolized by the
practice of the government receiving formal, written opinions of the main
interest groups before a law proposal is submitted to the parliament. The
legal basis of this practice is the Swiss constitution of 1947 that states that
interested economic associations have to be consulted during the develop-
ment of laws and may be called on to cooperate in their implementation
(Siaroff 1999: 187). Swiss companies have a long tradition of acting politically
in cooperative business-government relations and within highly corporat-
ist decision making procedures (Siaroff 1999: 186). According to corporat-
ist research, cooperation between business and core labor in Switzerland
occurs in a much more decentralized way than in purely corporatist nations
with national tripartism (Armingeon 1997: 171-2).

The United Kingdom

The institutional representation of business interests in the United Kingdom
is comparatively weak and underdeveloped (Grant 1993: 104-5). Business
organizations and labor unions are fragmented in size, sector and territory,
and lack public law status as well as personal, financial, and political resourc-
es.!> Despite this, there is a surprisingly strong partnership between gov-
ernment and individual corporations, leading to the term British ‘company
state’ (Grant 2004: 411), as opposed to corporatist state. British business-gov-
ernment relations are generally characterized as nonadversarial. The United
Kingdom system of regulation is based on mutual trust between business
and government. Legislation in the United Kingdom encourages business
self-regulation. For example, environmental regulation is not done through
precise emission limits or generally stringent binding laws but through non-
binding guidelines that can be flexibly adapted to local conditions by indi-
vidual administrative or regulatory agencies (Kollmann and Prakash 2001:
420). U.K. business associations insist on preserving this national regula-
tory style against European Union attempts to harmonize (Vogel 1986: 21).
In the current debate on British corporate social responsibility (CSR) pol-
icy, unions are considered more as part of the problem than the solution.
They are criticized for their lowest common denominator dynamic, lacking
the proactive behavior that some leading companies are ready to show. The
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British government prefers direct consultation with individual corporations
(Coen and Grant 2006: 23) and so always offers business the chance to dir-
ectly influence U.K. policies in short-term, issue-specific arrangements. U.K.
business has a substantial interest in the British government setting binding
regulations — coherent with business interests — as a threshold to the emer-
ging markets. Up until now, the government has been trapped in traditional
reluctance to intervene in the market: ‘UK plc. is ill-served by lowest-common-
denominator lobbying’ (Ward and Smith 2006: 36). In summary, U.K. busi-
ness is very much acquainted with a cooperative approach to policy making,
with the government as a partner.

Empirical Results

As summarized in Table 3.4, cooperative business-government relations
exist in five out of the seven home states of the sample of systematic norm-
entrepreneurs.

France and Spain have confrontational relations that do not explain the
proactive behavior of France Telecom and Inditex. In these two cases, com-
pany characteristics may play arole as causal factors that potentially enhance
corporate norm-entrepreneurship (see Chapter 4.3). France Telecom, as a
formerly state-owned company, has a long tradition in its corporate culture
of acting politically and may therefore be a likely candidate for taking on
a political role in norm setting and norm development processes. As far
as the family-owned company Inditex is concerned, this argument cannot
be upheld. In this case, there must be additional factors involved that can
account for its decision to engage in corporate norm-entrepreneurship.

Despite these two outliers, the home state analysis provided some clues
about the validity of the business-government approach as an explanation

Table 3.4 Different types of business-government relations

Systematic norm- Home state  Cooperative business- Confrontational

entrepreneur government relations  business-government
relations

Credit Suisse Switzerland X

UBS Switzerland X

Deutsche Bank Germany X

Inditex Spain X

France Telecom France X

BP Plc UK X

Rio Tinto UK X

Royal Dutch/Shell UK X

Tata Group India X

Sasol South Africa X
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for the proactive engagement of at least eight of the ten systematic norm-
entrepreneurs. However, the sample of systematic norm-entrepreneurs may
not allow for more generalized inferences because there are only a few home
states involved. Quantitative analysis of corporate norm-entrepreneurship
in two self-regulatory initiatives expanded the sample of companies sur-
veyed to 71 sporadic norm-entrepreneurs. The larger sample size was used to
gain more evidence of the assumed causal link between cooperative business-
government relations and corporate norm-entrepreneurship.

Quantitative analysis

To investigate the explanatory power of the business-government argu-
ment further, the Global Compact and the Global Reporting Initiative (GRI)
were selected!® to analyze the ratios of corporate norm-consumers versus
sporadic norm-entrepreneurs from different home states. Following the
business-government relations approach, the two self-regulatory initiatives
were assumed to show high levels of norm-entrepreneurship among corpo-
rations from countries with cooperative business-government relations and
low levels from countries with confrontational relations. Starting with the
Global Compact (Figure 3.1), a significant difference was observed in the
ratio between corporate norm-consumers and norm-entrepreneurs (see also
Wolf et al. 2010).
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Similar to the results of the qualitative analysis, some countries, such as
Spain, France, the Netherlands, and Japan, produce hardly any norm-entre-
preneurs, while others, such as Germany, the United Kingdom, Switzerland,
and South Africa, host a comparatively high number of norm-entrepre-
neurs. As an illustrative example, 49 German companies had signed up to
the Global Compact by 2006, which qualifies all of them as norm-consum-
ers. Seven of these companies also contributed to norm setting or norm
development, for example, as founding members of the Global Compact or
by participating in learning forum events, which qualifies them as norm-
entrepreneurs. Based on these numbers, Germany has a ratio of norm-
entrepreneurs to norm-consumers of 0.14.'” France, Spain, Japan, and the
United States all have a rather low turnout of norm-entrepreneurs compared
to their OECD peers, with the United States only having half the ratio of the
United Kingdom, for example.

The examination of the ratio of norm-entrepreneurs versus norm-con-
sumers within the GRI underscores most of the findings from the Global
Compact analysis (Figure 3.2).

To take Germany as an illustration again, 46 German companies prepared
their sustainability reports using the GRI reporting guidelines, thus show-
ing norm-consumership. Six of them engaged in structured feedback proc-
esses and other norm development activities, qualifying them as corporate
norm-entrepreneurs. This results in a ratio of 0.13 for German corporations.
It is remarkable that Germany and the United Kingdom are again among
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the companies with high ratios. A poorer turnout of norm-entrepreneurs in
France and the United States and even lower ratios in Spain and Japan are
again noticeable, which also confirms the findings of the Global Compact
analysis.

These results together demonstrate that there are significant cross-national
variations that support the findings from the previous qualitative analysis
of the seven home states of the systematic norm-entrepreneurs: Some coun-
tries with cooperative business-government relations and a significantly
high degree of corporate norm-entrepreneurship were detected, such as
Germany and the United Kingdom. Among the countries with an average
ratio of norm-entrepreneurs to norm-consumers are Switzerland, India,
South Africa, France, and the United States. Countries that had dispropor-
tionately low ratios of norm-entrepreneurs in both self-regulatory initiatives
are Japan and Spain.

Whereas most empirical results correspond with the previous findings, the
United States and Japan (for different reasons) are anomalous cases whose
business-government relations deserve a closer look. The average turnout of
American corporate norm-entrepreneurs is surprising because no system-
atic norm-entrepreneur in the original sample originated from the United
States. Japan's low ratio in corporate norm-entrepreneurship leads to the
assumption of confrontational or, at least, uncooperative relations.

The United States

Interest intermediation in the United States is usually highly liberal with a
variety of small interest groups, competing rather than cooperating in their
public policy goals. Due to Americans’ historical distrust of corporate power
and suspicion of business-government cooperation, government officials
have understandably been reluctant to justify particular policies on the
grounds of their benefits to a particular — civilian — industry (Vogel 1987:
94). Tripartite concertation is unheard of in the United States, probably due
to the most distinct feature of American business-government relations:
Not by coincidence, the term ‘adversarial legalism’ was originally coined
with reference to the United States (Kagan 1991). American regulation is
not based on partnership nor does it show any flexibility or discretion in
its administration. It consists of classic command and control mechanisms,
entailing many more legal formalities: public notice and comment, open
hearings, restrictions on informal contracts, legalistically specified eviden-
tiary and scientific standards, mandatory official findings, and responses
to interest group arguments (Kagan and Axelrad 1997: 153). Probably most
importantly, any new regulation is usually challenged in court by the indus-
tries addressed by it, showing the stark contrast between confrontation in
the United States and collaboration in the United Kingdom and Germany
(Vogel 1986).!® This underlines the noncollaborative interaction mode of
business-government relations which — according to the hypothesis — should
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lead to the conclusion that U.S. companies have no history of co-performing
public functions with the government or setting CSR rules for their own
behavior. The case of the U.S. shows, however, that the business-government
approach might be useful to explain the non-existence of systematic norm-
entrepreneurs among U.S. companies but it is not sufficient to explain the
average number for sporadic norm-entrepreneurship.

Japan

There are no Japanese companies among the 10 systematic norm-entrepre-
neurs and only a low number of sporadic norm-entrepreneurs was found in
the GRI and Global Compact analysis. This finding is surprising when tak-
ing a closer look at the cooperative business-government relations. In Japan,
this relationship rests upon a special cultural setting that builds on a cohe-
sive policy style that takes unilateral company engagement for granted. This
approach differs from formal institutionalized Western approaches because
of particularities in the Japanese economy and society. In the model of com-
munity, both individuals and companies alike are traditionally regarded as
members of Japanese society and hence responsible for it. Therefore, busi-
ness-government relations follow a comparatively ‘society friendly’ approach
that is reflected by the close relationship between business and national
government, which is described as ‘reciprocal consent’ (Samuels 1987: 336).
According to Sako, Japanese welfare capitalism was reinforced by the gov-
ernment (instead of competing with it), enterprise unions (who were part of
the team), corporate governance and a value system emphasizing reciprocal
obligations and trust (Sako 1992). Nevertheless, Japanese capitalism differs
in many ways from the welfare capitalism of Germany or the stock market
capitalism of the United Kingdom and the United States. The role of Japanese
business in society is more harmonious. Dore contrasts the Japanese business
employee community view with an Anglo-American property view (Dore
1993). Although Japanese companies act on a global scale, they still com-
prise national, or at least regional, characteristics. Predominantly, business
engagement for public purposes is much more focused on unilateral com-
pany behavior. This is typically manifested in a long-standing commitment
of the individual company to workforce welfare and employment for life.!
Japanese companies have become aware of CSR topics, although somewhat
later than the United States and Europe (Tanimoto and Suzuki 2005: 3).
In the 1990s, business roundtables and major business associations such
as Keidanren, Doyukai, and Mecenat played an important role in leading
individual corporations to act in the common interest (Taka 1997: 1502). In
2003, the Japan Association of Corporate Executives, Keizai Doyukai, pub-
lished an influential report, defining and spreading CSR among Japanese
companies (Keizai Doyukai 2003: 173-4). Japanese corporations are aware
of CSR but tend to avoid legally binding obligations and formal adminis-
trative processes: ‘Japanese firms predominantly use cultural mechanisms,
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such as philosophy and guiding principles, to address such issues. The plan-
ning and management of the most important issues is conducted through
teams or committees, and little formal monitoring is conducted’ (Lewin
et al. 1995: 95). The comparatively low rate of norm-entrepreneurship in
Japan can therefore be explained by the internal orientation of corporations
combined with a supportive but rather inactive government. Accordingly,
Japanese corporations are not used to participating in the setting of pre-
scriptive rules for their own behavior within the Japanese national context
due to the dominant approach that focuses on inward rather than outward
reaching company behavior. The Japanese case also shows that cooperative
business-government relations do not necessarily lead to corporate norm-
entrepreneurship.

3.2.5 Conclusion

The analytical steps taken in this section can be summarized as follows:
whether companies take on the role of norm-entrepreneurs at the inter-
national level depends on the type of interaction between business and
government at the national level. Corporate attitudes to regulation seem
to be constructed by the social institutions and procedures they are ‘used
to’ at the national level. The seven country case studies have shown that
almost all of the systematic norm-entrepreneurs from our sample originate
from home states with cooperative business-government relations, such
as Germany, India, South Africa, Switzerland, and the United Kingdom.
Although the proactive engagement by France Telecom and Inditex, from
France and Spain, respectively, could not be explained, interesting links to
potential other factors were detected in both cases.

The quantitative analysis of the ratio of corporate norm-consumers to
sporadic norm-entrepreneurs in one country, as represented in the Global
Compact and the GRI, has shown results confirming the correspondence of
cooperative business-government relations with a significantly high degree
of corporate norm-entrepreneurship. As the analysis of the United States
showed, confrontational business-government relations could explain the
lack of American corporate norm-entrepreneurship. However, the findings
on Japan make it clear that cooperative relations between business and gov-
ernment do not necessarily enhance corporate norm-entrepreneurship.
Still, being socialized into such relations in the home state context seems
to be a highly significant factor when it comes to corporate engagement in
norm setting and norm development processes.

3.3 The heterogeneity of regulatory environments

In IR research on regionalism and economic integration, the heterogen-
eity of regulatory environments is widely acknowledged to characterize
the diversity of various regulatory systems in different regions in the world
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(Coleman and Underhill 1998; S6derbaum and Shaw 2003). Heterogeneity
is a contextual factor influencing actors’ behavior options. In a rationalist
model of interaction, the costs of dealing with heterogeneous regulatory
environments are included in an actor’s cost-benefit calculations. In this
mode, heterogeneity predominantly restricts an actor’s behavior options.
However, heterogeneity can also potentially stimulate actors’ decisions to
harmonize regulatory standards and create political institutions to regain
behavioral freedom or to lower the cost of regulatory diversity. Stretching
this assumption even further, companies are interested in establishing com-
mon rules of behavior to reduce regulatory diversity and hence lower trans-
action costs. To analyze the causal influence of heterogeneous environments
on corporate norm-entrepreneurship the following initial hypothesis was
tested:

Hypothesis 3 (H3): The more a corporation is exposed to heterogeneous
regulatory environments, the more likely it will engage in corporate norm-
entrepreneurship.

First, the possible underlying causal mechanisms and indicators used to
measure the level of cross-national heterogeneity are introduced. Then the
host states of the 10 systematic norm-entrepreneurs are mapped to establish
the heterogeneity of regulatory environments these companies are exposed
to in quantitative terms. In the next step, the level of regulation in select
corporate host and home states is investigated. To measure the value of cross-
national regulatory heterogeneity, the Global Competitiveness Index (GCI)
ranking 2008-09 is used as an indicator. Finally, the labor market regula-
tions of select states within the European Economic Area (EEA) are analyzed
to examine whether companies still experience cross-national, regulatory
heterogeneity if their three most important host states are located in one
integrated regional trade area.

3.3.1 The business case - creating the level playing field

Research on economic integration processes argues that regulatory heter-
ogeneity has an influence on behavior change. As an analytical concept,
heterogeneity differentiates geographic regions and represents a distinctive
feature that indicates the degree of cross-regional regulatory diversity (Chen
and Mattoo 2008: 839). Focusing on processes of international trade and
economic integration, heterogeneity is a factor that influences public actors’
decisions to establish a global free trade framework. In research on ‘economic
regionalism’, heterogeneity is both a barrier to economic cooperation and a
stimulatory force for processes of convergence. Looking at political harmo-
nization and integration processes commonly defined as the replacement
of differing standards with common regulation, a causal mechanism is at
work that might be transferred to corporations engaging in corporate norm-
entrepreneurship. Public actors react to regulatory diversity by integrating
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separate national economies into larger blocs or communities. This lowers
the costs of barriers to international free trade and builds an atmosphere
for enduring private investments, trade activities (Schuler and Brown 1999:
468) and increased welfare gains (Sampson 2003: 10).2° This process is com-
monly described as ‘economic regionalism’?! (Robson 1998: 1). The causal
link between regulatory heterogeneity and economic regionalism refers to a
rationalist model of interaction that assumes public actors as calculating the
costs of regulatory diversity against the benefits of economic harmoniza-
tion efforts. Accordingly, public actors are interested in ‘leveling the playing
field". In the calculation, regulatory heterogeneity functions as a nontariff
barrier because it raises the fixed and sunk costs of market entry for compa-
nies in export markets (Kox and Lejour 2005: 19). Companies have to cope
with regulatory heterogeneity and to abide by different standards in their
home and host states (Ganslandt and Markusen 2001: 6). This causes high
additional transaction costs. A similar argument is put forward about the
motives of business actors in the debate on CSR. Thus, a level playing field
as a common baseline for operating practice would constitute an important
improvement because it provides information about what type of behavior is
socially expected and calls on all corporations to adhere to the same stand-
ards (Waddock 2004: 315). As Hopkins argues, corporations are interested
in long-term profits and stability and therefore seek to create a level playing
field which provides a minimum set of rules for socially responsible behav-
ior (Hopkins 2003: xii). Common standards reduce the risk of competitive
disadvantages that result from socially responsible engagement (Hopkins
2003: 40).22 Following these arguments, companies, similar to public actors
in economic regionalism, are likely to create institutions that have a level
playing field. As a factor potentially enhancing corporate norm-entrepre-
neurship, the heterogeneity of regulatory environments is a relational con-
cept that starts from the level of regulation in a corporation’s home state.
Companies are used to a certain level of regulation in their home state. The
cross-national regulatory heterogeneity to which a company is exposed is
composed of different regulatory standards in home and host states.

3.3.2 The moral case

Although most literature refers to the business case when analyzing the
influence of heterogeneity on behavior change, some Business Ethics schol-
ars put forward a moral argument. Referring to a constructivist rationale,
Palazzo and Scherer argue that common standards of corporate behavior
are in the interest of corporations because ‘the idea of conformity to some
more or less implicit rules of some more or less contained social communi-
ties on the global level is currently difficult to achieve’ (Palazzo and Scherer
2007: 26). Following this argument, corporations are likely to promote a
level playing field to satisfy larger societal demands to justify their legiti-
macy (Palazzo and Scherer 2007: 33).
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However, the analysis here primarily relies on the business case argument:
Homogeneous regulatory environments reduce operating costs in foreign
environments (De Groot et al. 2004: 111). To prevent different standards of
behavior and competitive disadvantage, companies are assumed to create a
level playing field. Hence, it is expected that all 10 systematic norm-entre-
preneurs are exposed to heterogeneous regulatory environments in their
global operations.

3.3.3 Measuring the heterogeneity of regulatory environments

Despite the apparent economic integration and harmonization in several
regions of the world, corporations still operate, produce, and trade in very
diverse regulatory environments. This is substantiated by mapping the
group of systematic norm-entrepreneurs’ host states. Home and selected host
states are then examined more closely to measure the degree of regulatory
heterogeneity according to the Global Competitiveness Index (GCI) ranking
2008-09 (Porter and Schwab 2008), provided by the Global Competitiveness
Report (GCR) of the World Economic Forum.?® First launched in 2004,
the Global Competitiveness Index ranking includes macroeconomic and
microeconomic factors of competitiveness. The revised version of 2008 also
includes indicators of more general conditions that create opportunities
for higher productivity across the economy, such as the quality of public
institutions or the average skill level of the labor force (Porter and Schwab
2008: 44). The difference between the ranks of the home state and selected
host states of a company provides an additional measurement of the degree
of cross-national regulatory heterogeneity. According to the heterogeneity
hypothesis, the home and host states of all systematic norm-entrepreneurs
should spread along the Global Competitiveness Index ranking.

3.3.4 Empirical analysis of the role of
the heterogeneity of regulatory environments

The following empirical analysis builds on primary and secondary data: First,
quantitative data from company publications are used to identify the global
span of corporate activities in their most important host states. These host
state data are then aggregated to the level of the most important regional
trade areas (RTA) (which are harmonized internally but differ from each
other in their economic and political regulatory environments) to control
for the misleading impression of a large number of host states in the same,
homogeneous trade area. The following trade areas were selected according
to their size, global political influence, and geographic orientation (Gavin
and Langenhove 2003: 280): the North American Free-Trade Agreement
(NAFTA),?* the European Economic Area (EEA),?’ the Association of Southeast
Asian Nations (ASEAN),2¢ the Mercado Comiuin del Sur or Common Market
of the South (MERCOSUR),?” and the Economic Community of West African
States (ECOWAS).?8 The Global Competitiveness Index was then applied and
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primary data from expert interviews with representatives of self-regulatory
initiatives and corporations were used to complete the picture.

Quantitative analysis

As shown in Table 3.5, the mapping of the total number of corporate host
states per systematic norm-entrepreneur reveals a global distribution of host
states for each of the systematic norm-entrepreneurs, spreading from devel-
oping to industrialized states,?® and ranging from 17 for the Tata Group to
127 for Shell.

These findings provide initial support for the link between heterogene-
ous regulatory environments and corporate norm-entrepreneurship. The
geographical distribution of corporate host states over the selected regional
trade areas, as illustrated in Table 3.6, also shows that all systematic norm-
entrepreneur are operating in at least four areas.

Table 3.5 Total number of corporate host states

Systematic norm-entrepreneur Total number of
host states

Credit Suisse 51
UBS 52
Deutsche Bank 61
Inditex 67
France Telecom (including Orange) 31
BP Plc 26
Rio Tinto 18
Royal Dutch/Shell 127
Tata Group 17
Sasol 23

Table 3.6 Corporate host states of systematic norm-entrepreneurs located in
selected RTA

Systematic norm- NAFTA EEA ASEAN MERCO- ECOWAS Additional

entrepreneur SUR host states
Credit Suisse X X X X / 19
UBS X X X X / 19
Deutsche Bank X X X X X 26
Inditex X X X X / 24
France Telecom X X X / X 14
BP Plc X X X X X 10
Rio Tinto X X X X X 8
Royal/Dutch Shell X X X X X 67
Tata Group X X X / X 9
Sasol X X X / X 11
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These findings provide additional support for the assumed link between
the heterogeneity of regulatory environments and corporate norm-entre-
preneurship. However, such heterogeneity does not provide a sufficient
explanation for norm-entrepreneurship: There are other corporations oper-
ating in diverse regulatory environments without engaging in norm setting
and norm development processes. Coca Cola and Siemens, for example, are
active in similar host states and in all five trade areas, as are norm-entrepre-
neurs Deutsche Bank, BP, Rio Tinto, and Royal Dutch/Shell.

The relevance of the heterogeneity hypothesis is further supported by the
significant cross-national regulatory Global Competitiveness Index score
differences that were identified for all ten norm-entrepreneurs. In the Global
Competitiveness Index ranking of 2008-09, results from 134 states range
from the highest rank, the United States, with a 5.74 score, to the lowest,
Chad, with a 2.85 score (see Porter and Schwab 2008: 43). Table 3.7 shows
the three most important host states of each systematic norm-entrepreneur,
selected according to corporate investments, in terms of production inten-
sity and local concentration of facilities.

Royal Dutch/Shell’s most important host states range from a 3.81 score
(Nigeria), over Mexico (4.23) to Canada (5.37). Such large differences were
not found in any other company. The three most important host states
of Rio Tinto, for example, all have comparatively high GCI rankings (the
United States 5.74, Australia 5.20, Canada 5.37).

Taking the spread between the home state and the lowest ranking host
state in the GCI ranking as a further measure (see Table 3.8), significant
cross-national regulatory heterogeneity was detected in all cases. The Global
Competitiveness Index score difference between the home state and the
lowest ranking host state ranges from 2.42 for Rio Tinto and Shell to 0.96
for Tata.

Even the comparatively low cross-national regulatory values of Inditex
(1.16), Sasol (1.53), and Tata (0.96) can be explained by these three norm-
entrepreneurs coming from home states with only medium scores in the
GCI ranking (Spain 4.72, South Africa 4.41, India 4.33). The findings from
the score difference analysis further support the assumption that heteroge-
neous regulatory environments enhance corporate norm-entrepreneurship.
All systematic norm-entrepreneurs showed significant cross-national regu-
latory GCI score differences, span their activities all over the globe, and
operate in at least four of the five selected regional trade areas.

Although regulatory heterogeneity was found in the home state/host state
analysis, the lowest ranking corporate host state might not be important
enough to exert influence on corporate behavior change. As in the case of
France Telecom, the three most important corporate host states are all located
in one politically harmonized and economically integrated trade area. In this
situation a systematic norm-entrepreneur would not be exposed to cross-
national regulatory heterogeneity. The national labor market regulation3’
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Table 3.7 Corporate home and host states in the Global Competitiveness Index
(GCI) ranking 2008-09

Systematic norm-

GCIrank GCI score

entrepreneur
BP Home state UK 12 5.30
Most important Angola n/a n/a
host states Azerbaijan 69 4.10
Russia 51 4.31
Lowest ranking Venezuela 105 3.56
host state
Credit Suisse Home state Switzerland 2 5.61
Most important Italy 49 4.53
host states USA 1 5.74
Germany 7 5.46
Lowest ranking Venezuela 105 3.56
host state
Deutsche Bank Home state Germany 7 5.46
Most important Italy 49 4.35
host states Spain 29 4.72
USA 1 5.74
Lowest ranking Pakistan 101 3.65
host state
France Telecom Home state France 16 5.22
Most important UK 12 5.30
host states Spain 29 4.72
Poland 53 4.28
Lowest ranking host Uganda 128 3.35
state
Inditex Home state Spain 29 4.72
Most important Portugal 43 4.47
host states Mexico 60 4.23
France 16 5.22
Lowest ranking Venezuela 105 3.56
host state
Rio Tinto Home state UK 12 5.30
Most important USA 1 5.74
host states Australia 18 5.20
Canada 10 5.37
Lowest ranking state Zimbabwe 133 2.88
Royal Dutch/Shell Home state UK 12 5.30
Most important Canada 10 5.37
host states Mexico 60 4.23
Nigeria 94 3.81
Lowest ranking Zimbabwe 133 2.88

host state

Continued
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Table 3.7 Continued

Systematic norm- GCIrank GCI score
entrepreneur
Sasol Home state South Africa 45 4.41
Most important USA 1 5.74
host states Germany 7 5.46
Italy 49 4.35
Lowest ranking Zimbabwe 133 2.88
host state
Tata Group Home state India 50 4.33
Most important China 30 4.70
host states UK 12 5.30
South Africa 45 4.41
Lowest ranking Nepal 126 3.37
host state
UBS Home state Switzerland 2 5.61
Most important USA 1 5.74
host states
Italy 49 4.35
UK 12 5.30
Lowest ranking Argentina 88 3.87

host state

Source: Own research.

of the host states within the EEA was examined. Certainly European eco-
nomic integration aims at reducing traditional trade barriers by liberalizing
and harmonizing efforts (Sampson 2003: 3-4). However, European labor
market regulation harmonization is still limited because of member states
protecting their comparative advantages and preserving their national regu-
latory diversity (Dehejia and Yiagadeesen 2006: 6). Here, the member states
still operate on the ‘lowest common denominator of standards’ (Gitterman
2003: 8) and policy decisions are governed by domestic issues (Dehejia and
Yiagadeesen 2006: 2; Boeri et al. 1999: 40). Applied to Hypothesis H3, sys-
tematic norm-entrepreneurs with host states located in the EEA still have to
cope with highly inflexible labor markets, such as in France and the Czech
Republic, and with countries that have much more freedom for employers
and companies, such as the United Kingdom and Bulgaria (Javorcik and
Spatareanu 2005: 377). For instance, Shell and Deutsche Bank operate in
France, the United Kingdom, and Bulgaria. Royal Dutch/Shell and Inditex
do business in Belgium, Denmark, France, and Germany, and all 10 com-
panies operate in the United Kingdom.

Heterogeneity within the EEA is increased by the diversity of labor market
policies in the Central and Eastern European States (CEE), which are less
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Table 3.8 The home state and host state variance in the Global Competitiveness
Index (GCI) ranking 2008-09

Systematic Home state Lowest ranking GCI score
norm-entrepreneur host state difference
BP UK Venezuela 1.74
Credit Suisse Switzerland Venezuela 2.05
Deutsche Bank Germany Pakistan 1.81
France Telecom France Uganda 1.87
Inditex Spain Venezuela 1.16
Rio Tinto UK Zimbabwe 2.42
Shell UK Zimbabwe 2.42
Sasol Ltd. South Africa Zimbabwe 1.53
Tata Group India Nepal 0.96
UBS Switzerland Argentina 1.74

flexible than in the United Kingdom but more flexible than in southern
European member states (Svenjar 2004: 103; Riboud et al. 2002: 8). In addi-
tion, there are differences among CEE states. For instance, Poland and the
Czech Republic are at different ends of the flexibility scale for employment
restrictions, with Poland being more flexible than its Czech counterpart
(Riboud et al. 2002). Taking Credit Suisse, Inditex, Shell, and UBS as illustra-
tive examples, these systematic norm-entrepreneurs simultaneously operate
in Poland and in the Czech Republic and are therefore exposed to cross-
national regulatory diversity within a particular region. As the empirical
findings from the analysis of the European labor market regulation show,
even if the three most important corporate host states are located in one
single trade area, companies are still exposed to cross-national regulatory
heterogeneity.

Qualitative analysis

These empirical findings also correspond with the qualitative data gained
from expert interviews. Most company representatives believe they are
exposed to high regulatory diversity. As one interviewee pointed out: ‘Laws
are going to be really, really different in the Middle East than they are in
the Asia-Pacific, than they are in the US, than they are in certain southern
European countries, for example, or than they are in northern European
countries’ (C10, 23 May 2006). Operating in heterogeneous regulatory envi-
ronments is also perceived as a huge challenge for doing business on a glo-
bal scale. As one company representative stressed, the large number of host
states in which a company operates poses problems due to diverse national
laws: ‘When you are involved in that many, there are of course national
laws and regulations that are fine in some countries and that are not fine
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in others. In some, homosexuality is illegal or simply does not exist, as we
have been told, or that trade union meetings are not allowed. How do you
accommodate these things? That is very difficult! If you look at our business
principles, [...] we apply them to certain national regulations, [which is] very
tough. How do you balance those things? Do you mention trade unions or
labor conditions at work or labor practices or do you say human rights or is
there something else you can say?’ (C4, 10 October 2007).

Another company representative, referring to the influence of hetero-
geneous regulatory environments, stated that the challenge begins with
operating outside the home state: ‘The challenge comes to us when we
move outside the boundaries of the country. For example, if we go and
invest in Nigeria or when we build a plant in Qatar in the Middle East
we operate under different conditions where our constitution does not
cover our activities. And this applies when you need to unpack the spe-
cific principles in that context for that country and see whether you can
still comply with that specific principle. That does not say that we oper-
ate with a different set of norms when we operate outside of Africa but
you still have to comply with the laws of that specific country’ (CS, 8
November 2007).

Similarly, one representative of a self-regulatory initiative explained:
‘There are different situations to face, such as high standard countries, low
standard countries, failing states, inefficient states, corrupt states, regulated
societies and very regulated societies. A company that operates globally has
this huge challenge of facing dozens of different situations. On the one hand,
companies operating in Stuttgart face the world’s highest social standards
and on the other hand, the same company operating in Beijing has to deal
with basic questions of human rights. This is a huge challenge’ (11, 27 March
2006). Another company representative referred to the example of cross-
national variations in environmental regulation, pointing out the differ-
ences between high and low levels of regulation: ‘When you go into Qatar
there are no environmental laws. But we will use the World Bank standards
as the minimum requirements against which we will build our plants and
operate. In the US, for example, the waste legislation is much stricter than
the World Bank standards and then we will comply with the stricter condi-
tions. The same applies for emissions, for example, in Germany or in the
EU. The regulation is much more advanced than in other countries at this
point in time and we just adapt to the local requirements’ (C5, 8 November
2007).

Stressing the regulatory heterogeneity for specific industries, such as the
banking sector, another interviewee explained: ‘So the US banks have to
apply OFAC [Office for Foreign Assets Control in the US Treasury Department
Office] sanctions, no matter where they operate, for terrorist financing. That
puts our US members in a slightly problematic situation, for example, in
Germany where it is illegal, by law, not by guidance, by law, to apply a
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third nation’s sanctions program. That gives you one example of some of
the difficulties that we face in multiple jurisdictions on a daily basis’ (C10,
23 May 2006). Also referring to heterogeneous regulatory environments,
one company representative stressed, as a main reason to engage in proc-
esses of norm setting and norm development, that ‘Sometimes we face the
situation that in our home state something is regulated whereas this regula-
tion is absent in our host state, or that in both states there is no regulation
at all. But banks need common standards because otherwise their behavior
would have negative consequences. That is why we start setting norms for
ourselves’ (C2, 11 September 2007).

3.3.5 Conclusions

The findings from the empirical analysis of the corporate home and host
states and qualitative interviews support the assumption that heteroge-
neous regulatory environments enhance corporate norm-entrepreneur-
ship. All systematic norm-entrepreneurs are exposed to high cross-national
regulatory diversity. Each of them operates in host states that spread all
over the globe and are located in different regional trade areas. Applying
the results from the Global Competitiveness Index ranking 2008-09, sig-
nificant score differences were detected among corporate home and host
states. As exemplified by the European labor market regulation, even if
systematic norm-entrepreneurs only operate in one trade area, such as the
EEA, they are still exposed to regulatory heterogeneity.

As a relational concept, the heterogeneity of regulatory environments
stimulates corporations to strive for a level playing field and avoid the
competitive disadvantages that arise from different standards in home and
host states. Whereas the level of regulation in the home state was not in-
fluential on its own (Section 3.2 analysis), under the condition of cross-
national heterogeneity the national level of regulation seems to constitute
a necessary condition for corporate norm-entrepreneurship. Companies
lower the costs of different regulatory standards by creating institutions
that guarantee a level playing field. However, as illustrated by the example
of Coca Cola and Siemens, heterogeneity of regulatory environments
is not sufficient alone but is a necessary condition for corporate norm-
entrepreneurship.

Notes

1. A similar distinction is drawn by Arts, who differentiates between pressure and
protest groups (Arts 1998: 51). Other studies suggest that depending on the extent
to which a corporation resists cooperating with NGOs, cooperative or more con-
frontational tactics are applied (Rieth and Gobel 2005: 259).

2. Intrying to explain under what circumstances NGOs use which kind of strategies
on corporations, Heins found that they are more likely to be confrontational the
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more the corporations’ business impacts on ‘habeas corpus issues’, meaning the
most fundamental human rights to life and physical integrity. He therefore iden-
tifies businesses in the areas of health, nutrition and reproduction as most likely
to be targeted by NGO-shaming campaigns (Heins 2005: 181).

See http://www.business-humanrights.org/Home, date accessed 19 May 2009.
The site’s main purpose is to provide easy, one-stop access to information for
companies, nongovernmental organizations (NGOs), and others. It receives over
1.5 million hits per month. Although the site is a collection of information from
a multitude of sources, the great majority of posts on the site and therefore of
information publicly available stems from, relates to, or references civil society
activities.

The VoC approach analyses diverse macroeconomic and institutional charac-
teristics of capitalist systems influencing corporate behavior change. It differ-
entiates between two ideal types of capitalist systems by using a broad range
of variables, such as the financial system, corporate governance, and industrial
relations (Hall and Soskice 2001: 17-18; Jackson and Deeg 2006: 11-12). However,
suffering from a rather deterministic perspective on corporate behavior change,
the VoC approach does not clearly answer the question of what underlying
causal mechanisms are assumed to influence corporate behavior change, nor
does it precisely declare whether a rationalist or constructivist logic of action is
presumed (see Wolf et al. 2010).

First, adversarial legalism differs from informal methods of resolving disputes
or making policy decisions, such as mediation, expert professional judgment, or
bargaining among political authorities. Second, in adversarial legalism, litigants
and their lawyers play active roles in the policy implementation and decision-
making process; hence the style differs from governance that is legally formal
but more hierarchical or bureaucratic (Kagan and Axelrad 1997: 152).

This typology has also been employed by Kollmann and Prakash to explain the
cross-national variation in business acceptance rates of the voluntary eco-man-
agement schemes EMAS and ISO 14000 (Kollmann and Prakash 2001: 418-20).
They suggest that voluntary schemes are more likely to be implemented in non-
adversarial regulatory systems because adversarial ones will not allow for the
incentives necessary to make them attractive.

To measure the level of regulation prevailing in a company’s home state, the
levels of environmental regulation can be employed as proxies because it can be
assumed that environmental regulation will only be of high quality in countries
with generally comprehensive regulatory systems.

The focus is exclusively on certain types of business-government interactions
within the national institutional environment of companies. Nevertheless, it
should be noted that state-business relations can emerge in various forms and
involve various actors, not only business and government (Cawson et al. 1987;
Streeck and Schmitter 1985).

It has to be noted that these institutions, especially within countries in trans-
formation, such as India and South Africa, are constantly developing. Therefore,
the following classification of cooperative versus confrontational types of
business government relations is understood as an analytical approximation.
With regard to post-1789 France, scholars turn to different factors to explain
this. First, French republicanism with its discourse on the ‘general interest’ — la
morale de l'intérét general — stating that the state, standing beyond civil society
and the market, can and should define rationally what is best for the nation and
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serve its interests. On the contrary, civil society and the market are considered to
act in favor of their own particular interests rather than for the common good.
Thus, private actors have enjoyed little legitimacy in comparison to the state
(Blasco and Zolner 2008: 24).

Within this setting, ‘the private sector was required to contribute to India’s eco-
nomic growth in ways envisaged by the government planners. Not only did the
government determine where businesses could invest in terms of location, but
it also identified what businesses could produce, what they could sell, and what
prices they could charge’ (Lal and Clement 2005: 84).

The King Report (see Institute of Directors 1994) was formed under the aus-
pices of the Institute of Directors (IoD) with the support from the South
African Chamber of Business (SACOB), the Chartered Institute of Secretaries
and Administrators (CIS), the South African Institute of Chartered Accountants
(SAICA), the Johannesburg Stock Exchange (JSE), and the South African Institute
of Business Ethics (SAIBE).

The political engagement of South African business has always been backed by
political support from foreign political and/or business actors or an international
consensus toward liberal economy and market (Handley 200S).

As pointed out by Royo, ‘in the Basque country, the cooperation of the regional
government, firms, employers association and unions has led to the develop-
ment of industrial clusters in sectors such as machine tools. There are similar
examples in Catalonia and Madrid’ (Royo 2007: 59).

For instance, the leading business organization Confederation of British Industry
(CBI) has been constrained by broad membership, an internal structure of special
committees and most important a policy of the lowest common denominator,
generally more reactive than active in driving their interests (Grant 1993: 105,
111). The CBI has the strong advantage of a cooperative relationship with New
Labor despite a tighter net of regulation, because of UK'’s blocking position to EU
regulation which might impact on business competition (Grant 2004: 417).

The case selection of the Global Compact and the GRI was designed to control
for potential alternative explanatory variables, such as specific industries, par-
ticular issue area or specific incentive structures. Last but not least, the selected
case studies should include a significant number of companies so that a distor-
tion by a small-n partiality could be controlled.

By making use of descriptive statistics a quantile function was applied which
mathematically corresponds to the inverse of the cumulative of the distribution
function. Values were calculated for the following three quantiles (0-0.33; 0.33-
0.66; 0.66-1) and generated margins for the norm-entrepreneurship distribution
in the Global Compact and the GRI across countries (see Wolf et al. 2010).

In accord with this assessment, one interviewee argued: ‘The US does a lot on
paper because otherwise if companies do not have a code of conduct, they are
usually brought to court’ (I5, 28 April 2006).

Nevertheless, there is evidence of profound changes in society concerning life-
time employment and an increase in the number of unemployed people in
Japan. Dore argues that job-hopping by regular workers still remains a rarity in
Japan and has shown little or no growth between 1985 and 2002 (Dore 2004).
As Kneller indicates, politically harmonized areas with aligned trading condi-
tions and low barriers for market entry go hand in hand with benefits for com-
panies engaging in certain economic regions (Kneller et al. 2008: 664).
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Since the end of the 1990s, national economies increasingly lowered traditional
barriers to trade, like tariffs and/or quotas, and actively participated in multi-
lateral, regional, and bilateral trade and investment agreements (Schuler and
Brown 1999: 454). However, the impact of economic regionalism on lowering
regulatory heterogeneity is controversial. As Sampson argues, it can also lead
to disfunctionalities in the case of increased competition between fortress-like
regional trade agreements (Sampson 2003: 5).

However, it should be noted that although companies express their will to level the
playing field and therefore engage in norm setting and norm development, they do
not necessarily have to implement and/or comply with certain standards.

The Global Competitiveness Report is recognized as a global ranking of country
competitiveness as well as a tool for benchmarking strengths and weaknesses
(Porter and Schwab 2008: 43). Currently, the Global Competitiveness Index rank-
ing incorporates 12 pillars of competitiveness to provide a comprehensive pic-
ture of the competitiveness of countries around the world. These pillars include
institutions, infrastructure, macroeconomic stability, health and primary edu-
cation, higher education and training, goods market efficiency, labor market
efficiency, financial market sophistication, technological readiness, market size,
business sophistication, and innovation. For more details about the 12 pillars of
competitiveness of the Global Competitiveness Index ranking, see http://www.
weforum.org/en/media/Latest%20Press%20Releases/PR_GCRO082/, date accessed
25 October 2008.

NAFTA finalized the emerging economic integration in North America with a
free trade area between Canada, the United States, and Mexico, where ‘tariff
and non-tariff barriers to trade in goods and services among the NAFTA coun-
tries have fallen, and cross-border flow of capital and investment have been
facilitated’ (Abbott 2000: 193). Corporations operating in the NAFTA area can
build upon an independent and long-term framework for investment, however,
the NAFTA trade rules currently have the tendency to create a protected market
within the free trade area (Scherer 2004: 8-9).

As today’s role model for regional integration processes, the European Economic
Area (EEA) constitutes a common European market with free movement for peo-
ple, goods, and services. The Integration of the European Economic Community
was the first step to political integration and gained further momentum with
the final declaration of the Single European market, finalized in 1992, and plans
for a common currency. During the final steps, non-tariff trade barriers, which
were used as protectionist means by some member states, should especially be
removed (Kohler-Koch et al. 2003: 69). With the Treaty of Maastricht in 1993,
the former European Community deepened into a political and economic union.
Companies engaging in the EEA face a highly integrated and harmonized eco-
nomic environment.

ASEAN was founded in August 1967 by Indonesia, Malaysia, the Philippines,
Singapore, and Thailand; since then, Brunei, Cambodia, Laos, Vietnam, and
Myanmar have joined. It constitutes a security arrangement between postcolo-
nial states and intends to accelerate economic growth, social progress, and cul-
tural development in the region through joint endeavors in the spirit of equality
and partnership to strengthen the foundation for a prosperous and peaceful
community of Southeast Asian Nations. It relies on a strong norm of non-inter-
ference as the basis for regional cooperation and stability. Companies currently
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operating in the ASEAN region face an economic environment that is still char-
acterized by non-tariff barriers to trade and a fragmented market structure.
Argentina, Brazil, Paraguay, and Uruguay established MERCOSUR in 1991 by
signing the Treaty of Asuncion. It is an instrument to accelerate economic inte-
gration in the formerly strictly protected South American markets. Today, fur-
ther associate members comprise Chile, Bolivia, Peru, Columbia, and Ecuador,
which have equal access to the free trade area. MERCOSUR serves as a universal,
nontariff, free trade zone with a degree of harmonization in ‘trading with third
parties’ policies adopted (Vaillant 2005: 54-5). Although MERCOSUR estab-
lished a free market area and adopted a common external tariff (Paiva 2003:
132), nontariff barriers continue to influence intra-regional trade (Vaillant
2005: 60).

ECOWAS was established by the Treaty of Lagos signed in 1975 by 15 African
states with the objective of promoting trade, cooperation, and self-reliance in
West Africa. In 1993, a revised ECOWAS treaty was signed to accelerate economic
integration and to increase political cooperation. ECOWAS has comparatively
low levels of political harmonization and regulation.

Notably, every systematic norm-entrepreneur operates in at least one of the BRIC
states (Goldman Sachs 2003) which contributed roughly 28 percent of global
growth in U.S. dollar terms between 2000 and 2005 (Goldman Sachs 2005: 4);
Sasol and France Telecom operating in China; Rio Tinto in India and Brazil; Tata
in Russia and Brazil; BP in China, Russia, and Brazil; Inditex in China, Russia,
and Brazil; and Credit Suisse, UBS, Deutsche Bank, and Royal Dutch/Shell with
maximum activity in all four BRIC states. According to Goldman Sachs, China
and India will become the world’s dominant suppliers of manufactured goods
and services, and Brazil and Russia will become comparably dominant suppliers
of raw materials. Although Goldman Sachs points out the potential of the BRICs
to form a powerful economic bloc, it does not refer to the BRICs as a unique
political alliance such as the European Union or a formal trading association
(Goldman Sachs 2005).

Whereas economic regulation can be broadly defined as the use of coercive power
of the government to restrict the decisions of economic agents, employment legis-
lation refers to rules and regulations that govern unfair dismissal, restrictions on
lay-offs for economic reasons, compulsory severance payment, minimum notice
periods, and administrative authorization (Boeri et al. 1999: 2).
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Actor Characteristics

4.1 Corporate vulnerability

Every company possesses tangible and intangible characteristics. Tangible
ones, such as ownership structure, are fundamental to any company.
Intangible ones emerge over time, either through intentional effort or as un-
intended side effects. Intangible assets are gaining more attention in man-
agement science and practice as they are sources of value creation and are
therefore driving forces in corporate behavior.

In the following, the intangible characteristics of a corporation, which
may explain corporate engagement in norm-entrepreneurship, are concep-
tualized as a company’s vulnerability. This concept has two aspects: On
the one hand, vulnerability is relational. This is known as ‘corporate repu-
tation’ and is generally defined as stakeholders’ collective judgments of a
corporation. Barnett et al. (2006: 34) stress that such judgments accumulate
and vary over time. Consequently, reputation capital may ebb and flow.
The second component of vulnerability refers to self-perception and is best
described as the corporation’s ‘identity’. As a causal factor, corporate vul-
nerability seeks to capture the fuzzy expectation that companies involved
in misdeeds will either self-reprimand or be sanctioned by society. The risk
of sanctions is higher or lower depending on certain qualities. Therefore,
vulnerability is interlinked with societal pressure, a factor described in
Section 3.1 but located within the corporation itself. Popular examples, such
as the criticism of Shell for improper disposal of the oil storage buoy, Brent
Spar, and the company’s alleged involvement in killings and human rights
abuses in Nigeria, and Nike, who was accused of using child labor, indicate
that some companies are more vulnerable to public scrutiny than others
and have suffered more severely from changes to their reputation and/or
identity. It is assumed that if a company is not vulnerable, societal pressure
will not be influential upon it or will not even emerge.

Vulnerability can, in principle, result from one of two sources, through
one of two mechanisms: In a rationalist logic of consequences, the loss of a
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corporation’s reputation capital! may result in objective costs. Or, following
the logic of appropriateness, a corporation has developed a specific, socially
defined identity so that action contradicting it will result in cognitive dis-
sonance, that is, an identity crisis. It is assumed that the more a company is
vulnerable to external or internal pressure (a loss in its reputation capital or
a cognitive identity crisis), the more likely it will undertake extra corporate
social responsibility measures and, more specifically, engage in corporate
norm-entrepreneurship as either a means to create and maintain reputa-
tion capital or to realign identity with practice. In International Relations
(IR), the concept of vulnerability was put on the agenda by Keohane and
Nye (1977) as ‘vulnerability interdependence’, focusing on the relationship
of two actors (usually states) and the degree to which they are able to cope
with the costs of changes in this relationship. While the concept of reputa-
tion takes up this relational aspect, for example, between a company and its
stakeholders (Haufler 2001; Rieth and Zimmer 2004),? identity, in contrast,
is basically self-referential as it reflects a company’s own sense of appropri-
ateness, which is also likely to be influenced by normative expectations in
its environment.

On the basis of these conceptual considerations, it is argued that, due to
their corporate properties, some companies are more vulnerable to a loss of
reputation or identity than others. Those who are more vulnerable attempt
to compensate the ensuing risks by taking suitable proactive and reactive
steps to maintain and defend reputation and identity, possibly by engaging
in norm-related behavior individually or as a member of collective self-
regulatory initiatives. It is hypothesized that the more a company is vulner-
able to a loss in corporate reputation capital, the more likely it will engage
in corporate norm-entrepreneurship activities.

Hpypothesis 4 (H4): The more vulnerable a company is through its reputation
or identity, the more it is likely to engage in corporate norm-entrepreneurship
activities.

4.1.1 Causal mechanisms

‘An organization can have many reputations’ (Wood et al. 2006: 207), or,
put differently, it has many sources of vulnerability. Due to its many pos-
sible sources, corporate vulnerability can set off causal mechanisms that
emphasize either the business case or the moral case.

The business case

Although reputation is an intangible asset, it still can have very tangible
consequences for a company’s long-term success or failure, by generating
benefits or producing costs. As nonphysical sources of value generated by
innovation, organization design, or human resources practices (Lev 2001: 7,
21), intangible assets have acquired a prominent place in modern markets.
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Increasing competition and the advent of information technology, among
other factors, led to an increase in their significance in the 1980s and 1990s.?
Even if such estimates did not accurately reflect reality, significant costs
can arise from inadequately dealing with negative stakeholder perception
(Epstein 2008: 180; Donaldson and Preston 1995). Reputation is regarded by
some as the most valuable asset to manage and maximize. A good reputa-
tion can attract and keep away customers, investors, and employees (Alsop
2004).

A company’s interest in developing its intangible assets is therefore totally
rational. The management of the functional and social components of repu-
tation (Schranz 2007: 79-81) follows a pure logic of consequences. Functional
reputation includes all that is necessary to achieve the most important goals
of a company and to generate profits (Carroll 1979). It overwhelmingly
focuses on financial performance; all aspects that have a direct effect on cor-
porate sales and profits are considered relevant (Holliday et al. 2002: 28-30).
In contrast, social reputation focuses on norm compliance and on whether
a company behaves in accordance with ethical standards. Although norms
and values are also involved in social reputation, the cost-benefit aspect
and the instrumental function of reputation prevails. Therefore, because of
both functional and social reputations, companies aim to satisfy the expec-
tations of external actors. With the diversity of factors that can potentially
affect reputation, it is necessary for a company to have considered actions
and procedures in place because, even if it produces the best products and
services, when faced with a bad reputation it still runs the risk of losing its
financial basis. The handling of reputation capital affects revenues, stock
prices, operational efficiency, creation of new markets, and treatment by
government regulators. It can have huge effects on the financial bottom
line of a company. Thus, reputation capital management becomes a primary
tool for managing risks that emanate from perceived socially irresponsible
behavior (Visser et al. 2007: 391, 403). This is a complex issue, since reputa-
tional risks and opportunities are difficult to measure.

Against this background, a company that has a brand and produces con-
sumer goods may regard itself as being particularly vulnerable to losing its
reputation capital. For such a company, misbehavior and subsequent civil
society campaigns are more likely to have negative effects on its financial
situation (Klein 2000). Companies with no branded products and business-
to-business sales run a lower risk of losing reputation capital because they
hold less of it in the first place. Being aware of their risks, vulnerable compan-
ies take preventive measures against negative media attention. By engaging
in norm setting exercises, companies invest in their corporate reputation
capital as insurance and a risk reduction strategy (Fieseler 2008: 144). Norm-
oriented behavior can therefore serve a company'’s goal of increasing share-
holder value (SustainAbility and UNEP 2001). The more convincingly a
company can demonstrate the future financial benefits from norm-oriented
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behavior, the more likely the markets will recognize and reward it (Holliday
et al. 2002: 29). Companies also have to be aware that it may take years to
build up reputation capital because it has to be earned by repeated proof
(Hague 2008) and can be destroyed overnight.

The moral case

As outlined earlier, the vulnerability of a company can stem from the repu-
tation capital it has to lose and can be connected to its self-perception and
identity. In contrast to the business case, the moral case for CSR and norm
oriented behavior implies action based on fundamental values concerning
companies’ responsibilities toward society rather than on a market rationale
or legal obligations set and enforced by the state (Visser et al. 2007: 329-32).
The relevance of a moral case to corporate behavior presupposes that in
a normatively structured environment companies act in accordance with
societal norms and values because they have internalized certain norms and
societal expectations as being natural, rightful, expected, and legitimate.
According to this supposition, the identities of companies are influenced
by the fact that they regard themselves as (corporate) citizens, and as such,
follow the practices and expectations of the surrounding institutions. As
part of a social collective, they act in a way that they regard as appropriate
(March and Olsen 1998) because even business companies cannot have a
nonconforming identity.

In contrast to reputation risk management approaches that can be con-
trolled by managers, a company'’s identity or image cannot. A company may
try to control its image via communication strategies (Wood et al. 2006:
207-8) but the short-term influence of management is limited to the essen-
tial set of values that define and differentiate it from others. The values are
expressed through the company’s vision and mission and the way it envis-
ages and conducts its business. A company is expected to act consistently
with its identity and the image it portrays to others.

If a company acts in accordance with socially accepted norms, it creates an
image through which it can gain stakeholders’ trust, confidence, and support
(Dowling 2001). However, it can undergo identity change to the degree that
its actions are not in accordance with internalized standards of appropriate-
ness, which can cause identity crises. Thus, a company becomes vulnerable
when its identity and public image begin to separate. In such a situation
norm-entrepreneurship can reconcile societal expectations with the com-
pany’s own value propositions. Where companies have brand products in
their portfolio, this constructivist causal mechanism may well occur sub-
sequent to action prompted by following the business case. As the business
model of such companies relies on conveying a positive public image of their
products, the internal pressure for identity alignment also increases.

Referring to the spiral model of norm socialization, such companies may
go through different phases (Risse et al. 1999; Rieth and Zimmer 2004) of
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dialogue with civil society and in the end find themselves self-entrapped.
This self-entrapment can eventually lead to identity change when a com-
pany has finally accepted, internalized, or at least habitualized a certain
norm. The company may then also promote this norm internally and exter-
nally. Once it has built up a certain value-based identity, it is likely to engage
in setting up and developing new norms that reflect its value proposition
and will inspire others to act in the same way. Crane and Matten (2007:
53) expect companies that have gone through such a socialization process
to not only implement norm oriented corporate social responsibility (CSR)
behavior, such as designing stakeholder dialogues and initiating commu-
nity development, but to go beyond what is legally or economically required
and anticipate future expectations (see also Carroll 1979).

4.1.2 Operationalization of corporate vulnerability

Of the two components of corporate vulnerability, identity is much more
difficult to operationalize than reputational capital. However, even reputa-
tion has no consensus in definition across academic disciplines or among
academics and practitioners (Bennett and Kottasz 2000; Fombrun and Riel
1997; Barnett et al. 2006). Consultants regard corporate reputation as a
comprehensive concept that includes aspects such as excellent leadership,
emotional appeal, and high financial performance. Traditionally, research
focused mostly on financial variables, taking the difference between market
value and the value of a company’s assets to constitute the reputational
capital of a company.* More recent studies measure reputation based on
assessments or perceptions of company stakeholders, such as the ‘reputa-
tion quotient’, ‘reputational audit’, and the ‘corporate personality scale’
approaches (Epstein 2008: 181), or on the internal assessment of nonquan-
titative factors. In this vein, formal reputation audits were conducted, often
complemented by external information (Cravens et al. 2003: 205).°

For the empirical test in this study, product type and brand were chosen
as indicators of corporate reputation, which, according to Lev (2001), are
related to the innovation and organization intangibles.

Product type is an intangible property of a company that refers to the chan-
nel of distribution. In general, intermediate and final goods can be deter-
mined. Intermediate goods go into the production of final goods, either by
becoming part of the final product or by changing it beyond recognition, as
in the case of raw materials or synthetic materials. A final good is ultimately
consumed and does not require any further processing. Consumer goods
are a common type of final good specifically intended for the mass market.
The distinction between intermediate and final goods can also be made by
simply referring to the business-to-business (B2B) and business-to-consumer
(B2C) types of transactions.

For companies that produce consumer goods, the risk of reputation loss
is considerably higher as large numbers of stakeholders are involved. In
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contrast, companies engaged in B2B transactions depend less on public
opinion. It can also be assumed that within the business world, normative
expectations are less significant than in civil society or among consumers.
Therefore, it is hypothesized that B2B type corporations are less likely to
engage in norm-entrepreneurship for reputation preservation. When they
do so nevertheless, it could be an indicator of the logic of appropriateness,
operating on the basis of corporate identity. However, this would need to be
supported by views expressed in interviews.

A brand is a name, phrase, symbol, or other identifying characteristic of
a product or service to create recognition by the consumer.® This usually
occurs over a period of time with multiple exposures and positive experi-
ences. Negative experiences with the product can also create brand aware-
ness, although not the kind a company usually wants to achieve. Assets like
brands are referred to as ‘knowledge assets’ or ‘intellectual capital’ and do
not possess physical or financial embodiments. They could therefore also
be defined as nonphysical claims to future assets. Brands can be legally pro-
tected (for example, as a trademark) and be classified as ‘intellectual prop-
erty’ (Lev 2001: 5). Very often brands are employed to create an image that
identifies a product and differentiates it from its competitors. Over time and
in a best case scenario, an image becomes associated with a level of cred-
ibility, quality, and satisfaction in the consumer’s mind. In a crowded and
complex market, brands assist consumers by standing for certain benefits
and values.

4.1.3 Empirical results

Hypothesis H4 was tested with quantitative and qualitative data. Product
type and brand were used to identify the level of vulnerability. First, 10 sys-
tematic norm-entrepreneurs were examined. In the quantitative test, the
hypothesis would have been supported if all 10 shared the same proper-
ties. Second, 71 sporadic norm-entrepreneurs were examined to learn more
about the analytical status of the variable (Table 4.4). Given that a company
brand is based on subjective stakeholder perceptions, whereas product type
can be assessed more objectively, further evidence was sought from inter-
view data to learn how far corporate identity or reputation accounts for the
influence of vulnerability on norm-entrepreneurship.

Quantitative analysis

A strong correlation could be observed in product type between producing an
end product and being active as a norm-entrepreneur. Nine out of ten system-
atic norm-entrepreneurs produce end products (Table 4.1). Since 1 of the 10
systematic norm-entrepreneurs, Rio Tinto, is a mining company producing
intermediate products, product type cannot be classified as a necessary con-
dition: There have to be other influences or factors that can also make a com-
pany a norm-entrepreneur. Nevertheless, a supplementary test of the larger
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Table 4.1 Norm-entrepreneurship (NE) and product type

End product Intermediate product

Systematic NE (10) 9 1
Sporadic NE (71) 59 12

Source: Authors’ research.

Table 4.2 Norm-entrepreneurship (NE) and brand
status (global level)

Brand No Brand
Systematic NE (9) 4 5
Sporadic NE (48) 12 36

Source: Authors’ research.

group of sporadic norm-entrepreneurs supported the first finding: 80 percent
of the companies who engaged at least to a certain degree in norm setting
activities were also producers of end products. Companies that produce end
products seem to be very likely candidates for norm setting activities.

To determine how much a brand matters for a company’s norm-entrepre-
neurship is more difficult because the operationalization of ‘brand’ gener-
ates a number of problems: a brand may only be of significance temporarily
or it may be geographically limited. In general, it is contestable whether the
brand value of a transnational company should be determined at the global
or national level as some companies have brand status at the national but
not the global level. The indicator must be tested at both levels. As most sur-
veys measuring the brand value of companies exclude purely B2B, all com-
panies that solely produce intermediate products also had to be excluded
from the brand analysis. For this reason, Rio Tinto was not included in the
sample of systematic norm-entrepreneurs in the brand status analysis.

The Top 100 Best Global Brands Ranking by Interbrand, one of the biggest
brand consultancies worldwide, was used to correlate the indicator brand
with the 10 systematic and the 71 sporadic norm-entrepreneurs.’

Based on this global brand ranking, only four of the remaining nine sys-
tematic norm-entrepreneurs are classified as having a brand (Table 4.2). Of the
sporadic norm-entrepreneurs, only some 25 percent have a brand. These find-
ings underline the lack of importance of this indicator at the global level.

At the national level, seven home states of norm-entrepreneurs were
examined. While the data for Brazil, France, South Africa, and Switzerland
are also based on the Interbrand ranking, those for Germany®, the United
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Table 4.3 Norm-entrepreneurship (NE) and brand
status (national level)

Brand No Brand
Brazil (4 NE) 2 2
Switzerland (6 NE) 4 2
Germany (10 NE) 9 1
France (4 NE) 3 1
South Africa (4 NE) 1 3
UK (11 NE) 7 4
US (16 NE) 7 9

Source: Aggregated data from ranking organizations.

Kingdom,® and the United States!'® come from different rating organizations.
The data indicate that brand matters more at the national level (Table 4.3).
In most countries, the majority of sporadic norm-entrepreneurs are listed in
national brand rankings, with the exception of South Africa and the United
States.!! In these countries, the importance of the home state on companies’
behavior becomes relevant again (see Section 3.2).

Qualitative analysis

The quantitative data support the assumption that companies with a
vulnerability that is based on their reputation as producers of end prod-
ucts and on their brand status (at the national level) are indeed more
inclined to take on the role of norm-entrepreneurs. However, to get more
clarity about the extent to which this influence of vulnerability on norm-
entrepreneurship is related to identity and prompts a company to operate
according to the logic of appropriateness rather than a rationalist logic,
additional qualitative data from interviews were examined. From these,
a slight tendency to strategic reasoning outplaying moral concerns was
derived, although value- and norm-related arguments were also presented
by the interviewees.

As the following examples show, companies and initiative representatives
share the view that companies producing consumer-oriented products are
more vulnerable than others to losing reputation: ‘It would be sort of naive
to deny that companies that are closer to consumers [...] are more pro-active,
just because they have to do it. This is the business case’ (14, 27 April 2006).
‘Customers sometimes react immediately if they are unsatisfied with a com-
pany. We as a retail company are more affected by changing public senti-
ments than others’ (C2, 11 September 2007). The fear that consumers might
vote with their feet increases when a company carries a brand. According
to another company representative, big companies with brand products run
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a considerably higher risk of being publicly targeted by civil society groups
and eventually losing their reputation (C2, 11 September 2007).

All expected arguments, as laid out earlier, were presented; from stressing
the identity of a company and its effect on norm-related engagement, to jus-
tifications that highlighted the importance of defensive risk management
strategies to a company. Although the qualitative data overwhelmingly
indicate that the business case dominates the moral case, when moral argu-
ments were proposed it often remained unclear whether reference to norms
served the instrumental purpose of selling cost-benefit-oriented behavior
as ethical. Some company representatives were quite irresolute on this and
found it difficult to come up with stringent explanations for why they think
norm oriented activities are important for their company: ‘It brings a cer-
tain reputational advantage, but ultimately the thing that people hold on
to share-wise is not because we are green but because we make money and
(...) that we don’t kill people while we are doing that. So, I would not say
that our CSR engagement is necessarily done or has brought a huge reputa-
tional advantage’ (C6, 20 November 2007). Company representatives who
emphasized the identity and value proposition also underlined that a brand
is not ‘very strongly associated with products. For us, the brand is far more
about the whole process of who we are. And who [...] is more important then
what [the company] is doing!’ (C1, 22 July 2007). Some companies engage in
norm oriented behavior because this was the will of their founders (C8, 10
January 2008). Obviously, company identity relates to the identity of influ-
ential individuals who imprint their personal value judgments on corporate
behavior.

Still, the majority of interviewees emphasized the importance of risk man-
agement when asked why reputation related arguments drive norm oriented
activities: ‘Historically, it all developed from the risk management approach.
CSR in general and its different elements were a lot about risk and risk pre-
vention. Of course, people prefer using the term ‘reputational risk’ but it is
other risks that are at stake. It’s business risks. That is definitely one compo-
nent’ (C3, 21 September 2007); ‘These Initiatives strengthen our reputation
globally, they reduce risk and enhance customer loyalty’ (C9, 5 February
2008). Others underlined the long-term and indirect effects of inadequate
reputation management. Short-term, purely profit motivated action might
undermine long-term profits: ‘The damage one entails in the long run, def-
initely in terms of reputation but possibly also in hard facts, in numbers in
the annual report, is ultimately bigger than the one business opportunity
that one might have to forego. [...] I do believe that some will get engaged
because it concerns their returns when the corporation has bad reputation
or does not have an adequate risk management. That will have financial
consequences’ (C3, 12 September 2007).

Last but not least, the defensive nature of corporate vulnerability manage-
ment was stressed: ‘If it doesn’t happen, it can bring negative reputational
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value publicly. [...] But actually doing it is not bringing you any reputational
value. It is a reputation defense strategy as opposed to a promotion strategy.
[...] I would not say that we are part of Global Compact because that makes
us sell more [products]. It doesn’t! We would wish it did, because then we
would get senior management really eager about it. But no, it is difficult to
show that link. I think that the fact that if you don’t do it or if it goes wrong,
the reputational impact comes - it is always a reactive kind of thing, but
once you are in a good place and nothing has happened recently, people
kind of forget of it’ (C6, 20 November 2007).

4.1.4 Conclusions

A company'’s vulnerability, via its brand and end products, has an influence
that needs to be qualified. Value derived from reputation (Fombrun and van
Riel 1997) does not necessarily lead to pro-active norm setting behavior. On
the one hand, companies that produce end products are much more likely
to engage in corporate norm-entrepreneurship; on the other hand, repu-
tation capital in the form of a positive brand value is less significant than
expected. While most of the systematic and sporadic norm-entrepreneurs
produce final goods, carrying a brand does not correlate with norm-
entrepreneurship. Brand companies who are also active norm-entrepreneurs
come from certain home countries; this suggests possible linkages with the
home state variable, as discussed in Section 3.2.

Since consumer products are a highly significant factor, questions remain
concerning Rio Tinto, the only systematic norm-entrepreneur in our sample
with a B2B channel of distribution. A Rio Tinto ex-CEO’s statement points
to a possible answer for this seeming inconsistency: ‘To say that criticisms
are ill-founded, to remind critics that they depend on mineral products, and
to engage in education, advertising and public relations campaigns have
all been to little or no avail. Mining’s reputation continues to deteriorate’
(Briskey et al. 2001). Companies that have reputation to lose are not the only
ones influenced by this vulnerability; those with a particularly negative
reputation may seek to overcompensate. The former CEO states that con-
ventional corporate reactions to criticism could not reverse the bad image
of the mining industry. Because of this, the industry engaged in stakeholder
dialogue, especially with nongovernmental organizations, and supported
a new global mining philosophy, including social and environmental and
economic concerns. Interviewees at Rio Tinto underlined the specific chal-
lenges the company faces as a member of a sector with a particularly low
reputation. The anomoly of Rio Tinto therefore stresses rather than raises
doubts about the finding that a brand name and reputation are important
drivers: They matter to corporations with pure B2B transactions once they
have been highly affected in a negative way.

Despite the assumed underlying logic of action, a careful examination of
the vulnerability of corporations showed that the majority of companies



Table 4.4 Systematic/sporadic Norm-entrepreneurs, brand value, and product type

No. Corporation HS? Branch/sector Brand/no brand Product type®
1 Aracruz Cellulose S.A. BR Natural resources Final
2 Natura Cosmeticos S/A BR Cosmetics/chemicals Final
3 Petrobras BR Natural resources Intermediate
4 Samarco Mineracao S.A. BR Natural resources Intermediate
5 Charles Vogele CH Textiles/clothes Final
6 Credit Suisse CH Banking Final
7 Migros CH Retail Final
8 Novartis Int. CH Chemicals/pharmaceuticals Brand Final
9 Société Générale Surveillance CH Inspection/certificates Intermediate
10 UBS CH Banking Brand Final
11 BASF DE Chemicals Final
12 Bayer DE Chemicals Final
13 Daimler Chrysler DE Automobiles Brand Final
14 Deutsche Bank DE Banking Final
15 Deutsche Telekom DE Telecommunications Final
16 Henkel DE Chemicals Final
17 OTTO DE Retail and service Final
18 SAP DE Software development Brand Intermediate
19 Siemens DE Software/technologies Brand Final
20 Vw DE Automobiles Brand Final
21 Novo Nordisk DK Chemicals/pharmaceuticals Final
22 Banco Santander ES Banking Final
23 Inditex ES Textiles/clothes Brand Final
24 France Telecom FR Telecommunications Final
25 Groupe Renault FR Automobiles Final
26 Suez FR Energy supply Final
27 Total FR Natural resources Final
Continued
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Table 4.4 Continued

No. Corporation HS? Branch/sector Brand/no brand Product type®
28 BHP Billiton GB Natural resources Final

29 BP Plc GB Natural resources Brand Final

30 British Airways GB Tourism Final

31 British Telecom GB Telecommunications Final

32 HSBC GB Banking/insurance Brand Final

33 Pearson plc GB Media Final

34 Rio Tinto GB Natural resources Intermediate
35 Royal Dutch Shell plc GB Natural resources Brand Final

36 Standard Chartered Bank GB Finance Final

37 TXU Europe GB Energy supply Final

38 Unilever GB Food & beverage Final

39 Esquel Group HK Textiles/clothes Final

40 Infosys Technologies Ltd. IN Software Final

41 Tata Group IN Various activities Final

42 Panasonic JP Engineering/electronics Brand Final

43 ABN Amro NL Banking/insurance Final

44 TNT Express NL Transport Final

45 Norsk Hydro NO Natural resources/ aluminum Intermediate
46 Ericsson SE Telecommunications Final

47 ESAB SE Engineering Intermediate
48 H&M SE Textiles/clothes Final

49 ITT Flygt SE Engineering (pumps) Final
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50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71

Tex Line

Avon

Baxter Int.
Calvert Group
Dole Food

Eileen Fisher
FedEx

Ford Eu./Ford
GAP

General Electric
General Motors
Goldman Sachs Group
Nike

Pfizer

Procter & Gamble
Reebok

Toys ‘R" Us
AngloGold
Eskom

Kumba Resources
Sasol

Kaingu Mines

SG
us
us
us
[N
Us
us
uUs
us
us
uUs
Us
us
us
us
us
us
ZA
ZA
ZA
ZA
M

Equipment (pipes)
Cosmetics/ chemicals
Health products
Inspection/certificates
Food & beverage
Textiles/clothes
Logistics

Automobiles
Textiles/clothes
Engineering/electronics
Automobiles
Investments
Textiles/clothes/shoes
Chemicals/pharmaceuticals
Chemicals
Textiles/clothes/shoes
Toys

Natural resources/mining
Energy supply

Natural resources
Natural resources
Natural resources

Brand

Brand
Brand
Brand

Brand
Brand
Brand

Intermediate
Final
Final
Intermediate
Final
Final
Final
Final
Final
Final
Final
Intermediate
Final
Final
Final
Final
Final
Intermediate
Final
Intermediate
Final
Intermediate

2Home state or country of origin.

bIn case a company produces intermediate and end products, the classification ‘end product’ is applied.
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engaging in norm-entrepreneurship are driven by a logic of consequences.
Producers of end products who are more exposed to reputation risks are most
likely to engage in norm-entrepreneurship. Brand companies who might
be expected to develop norm oriented identities, turned out to engage less
regularly in this type of behavior. Although some interviewees presented
identity related and normatively structured arguments, cost-benefit consid-
erations were still dominant. However, there are signs that in the long run
companies start internalizing norms and values previously advocated for
strategic reasons and that, over time, these norms might even be institution-
alized (Gunningham and Rees 1997: 376-82). This pattern can particularly
be observed among some of the systematic norm-entrepreneurs.

The variable of corporate vulnerability, especially in its intermediate
versus consumer product variant, can be classified as highly significant
even though it does not constitute a necessary condition for norm oriented
behavior. On the one hand, companies that have a certain degree of repu-
tation capital in the form of consumer products, especially when branded,
make substantial efforts to maintain it and prevent potential campaigns
against them. On the other hand, as the Rio Tinto case shows, companies
with no end consumer business but who operate in a sector with a highly
negative reputation might also engage in norm-entrepreneurship.

4.2 Ownership structure

When discussing the characteristics that companies possess and their result-
ing influence on corporate behavior, the issue of ownership is often the first
to arise. The owner has special legal rights, for example, to rent or sell the
company, and presumably an influence on strategic direction, particularly
regarding norm-related behavior.

Company ownership structures can differ widely. Individuals and finan-
cial institutions are the usual shareholders of publicly listed companies.
Individuals, families, and groups of individual shareholders usually own
nonlisted companies. States are often major shareholders in companies of
national interest, such as those in the energy industry, and cooperatives are
wholly owned by their employees. Most of the modern transnational com-
panies are private companies with diffuse ownership (Jensen and Meckling
1976: 6). In privately owned companies, ownership and control is usually
separated.'? This raises the issue of corporate governance, which delineates
the rules and practices by which companies are directed. In general, cor-
porate governance includes all mechanisms within corporations that affect
decision making (Schmidt 2004). At the management level, these mecha-
nisms are rules and practices by which businesses are operated and con-
trolled. Corporate governance also regulates a corporation’s relationship
with its stakeholders, including financiers, customers, employees, manage-
ment representatives, government, and the community.



Actor Characteristics 95

The relationship between financiers who are also owners of the company
and management is particularly critical in corporate strategy development.
The relationship very often causes friction between the two parties and is
one of the main challenges of corporate governance. Recurrent sources of
conflict include divergent interests of owners and managers and whether
firms can be run for the benefit of both management and owners (Mayer
2003: 84).13 The relationship between owners and management is best char-
acterized by the principal-agent concept. The central dilemma is how to get
the managers (agents) to act in the best interests of the owners (principals),
knowing that the managers have an informational advantage (Richter and
Furubotn 1999). The most important problem that arises for the owner is
how to manage and reduce agency costs, a type of transaction cost incurred
when owners attempt to ensure that managers act in their principals’ inter-
est.1* How much management decisions to engage in norm-related activities
can be influenced by the owners of a company is a valid research question.
The management informational advantage may be an incentive to cheat
and maximize personal gain at the owner’s expense (Alchian and Demsetz
1972; Pollack 1997; Jensen and Meckling 1976). It is also expected that man-
agement is more likely to pursue short-term interests and invest in concrete,
not fuzzy, projects, being less interested in norm-related activities. Which
conditions enable owners to minimize agency costs and have an influence
on management decision making?

The principal-agent concept is employed to analyze whether company own-
ers exert influence on managers to engage in corporate norm-entrepreneur-
ship, particularly whether concentrated or dispersed shareholdings have any
bearing on management decisions to engage in norm setting and develop-
ment activities. If owners in general do have an impact on their company’s
norm setting activities there have to be clear indications that they have some
influence on management decisions regarding norm-related behavior.

Ownership can be differentiated into a number of different types, two of
which are relevant to this research: ownership concentration and owner-
ship mix (Xiaonian and Yan 1997: 2-3; Koke 1999: 3).

Only in companies where a significant portion of the shares has concen-
trated ownership owners are able to exert considerable pressure on corporate
managers. The potential management (agency) costs are contingent on the
level of ownership concentration. When shareholdings are disperse and
assuming that owners rarely have strategic interest in the company they are
investing in, owners primarily want to maximize returns on their invest-
ment and are not interested in direct control of the company (Rappaport
1986). In contrast, if the shareholdings are concentrated, large investors
tend to pursue strategies more actively within the company. In this case,
agency costs are smaller because owners also have insider knowledge and,
because of long-term commitments and intense internal company relations,
can pressure management to follow their strategic priorities. Dispersed
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groups of investors do not have the same options at their disposal (Borsch
2007: 17-20). Accordingly, ownership structure might play a prominent role
in influencing the possible corporate norm-entrepreneurship activities of a
company.

Concentrated shareholdings encourage long-term strategies and are
expected to make corporate norm-entrepreneurship more likely. Dispersed
shareholdings give managers more leeway in decision making, putting an
emphasis on short-term successes, thus hindering engagement in norm set-
ting and development processes. For norm-entrepreneurship, a high degree
of ownership commitment is required. This orientation allows for a long-
term strategy that might have to take lower rates of return into account in
the short term. Concentrated shareholdings imply that long-term oriented
owners are more patient if a newly introduced CSR strategy might initially
weaken economic performance. In contrast, companies with dispersed share-
holdings might adopt general CSR strategies and behave as norm-consumers
but would rarely engage in norm-entrepreneurship activities. They prefer to
remain flexible to adapt to change and free to exercise the exit option and
stop norm-related activities if they are in direct conflict with the goals of
a self-regulatory initiative. In companies with dispersed shareholdings, it
is expected that short-term oriented shareholder values prevail (Bérsch 2007:
18). It is hypothesized that the more concentrated shareholdings are in a
company and the more owners have the power to decide whether to engage as
norm-entrepreneurs, the more likely that corporate norm-entrepreneurship
will occur.

Because of this hypothesis, ownership mix becomes of interest. Some own-
ers could be more interested in the norm-related activities of their company
than others. In addition, different types of owners might use different strat-
egies to influence management.

To examine whether different types of owners prefer to get actively
involved in corporate strategies equally, three types of owners are examined:
governments, institutional investors and individuals (Koke 1999). The third
category of owners, individuals, is further differentiated into family-owned
companies (or family investors) and thus expands the research framework
to include nonlisted companies. Generally, it is assumed that governments
and individuals are primarily concerned with preserving their original
investment, a steady income, and capital appreciation. Firms governed by
state bureaucrats mostly lack the incentive to maximize shareholder value
(Shapiro and Willig 1990). Family investors have a desire to protect family
assets (Dyer and Whetten 2008), and apply employee and community
friendly policies, stressing mid- and long-term considerations in the process
(Stavrou et al. 2007). The potential roles of creditors, insurance companies,
universal banks and pension funds, which form the group ‘corporate share-
holders’, are diverse. The merits and influence of institutional investors have
been highly debated (Koke 1999: 6). Creditors as shareholders might force a
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company to forego investment opportunities with a long-term horizon for
smaller short-term gains. In contrast, pension funds, as a particular version
of institutional investor, have a reputation of acting as good monitors, pur-
suing long-term strategies. Pension funds these days emphasize the pursuit
of sustainable economic returns through increased shareholder engagement,
negative screening, and divestment (Bengtsson 2007: 977).

A two-factor hypothesis is set up, focusing on the concentration of share-
holdings and shareholder type. A company with concentrated sharehold-
ings, involving government, family investors and pension funds, is more
likely to engage in corporate norm-entrepreneurship than a company with
dispersed shareholdings. In addition, a company with concentrated share-
holders who are mainly creditors or mainstream investors as major share-
holders is less likely to engage in corporate norm-entrepreneurship.

Hpypothesis 5 (H5): The more a company’s shareholdings are concentrated
with government, family investors, or pension funds as major shareholders,
the more it is likely to engage in norm-entrepreneurship.

In existing research on the explanatory power of ownership structure,
most scholars were primarily interested in the correlation between owner-
ship and financial performance (Xiaonian and Yan 1997; Mathiesen 2002)
or efficiency (Koke 1999). Some researchers have applied the principal-agent
concept to look at the causal link between ownership and corporate social
performance as it relates to norm-consumership.

For example, Barnea and Rubin investigated 3000 U.S. companies for
the effects of agency costs on corporate social performance. They showed
that in times of profit, it is not at odds with a firm’s revenue-maximization
strategy to increase CSR activities and that conflicts between managers
and owners are less likely to occur. However, managers tend to ‘over-
invest’ in CSR policies because of personal reputation concerns (Barnea
and Rubin 2006). As a result, conflicts take place when the costs of CSR
investment are more than the revenue expected and received from it. In
these circumstances, shareholders feel burdened with CSR expenditure,
as they are primarily interested in maximizing profits (Barnea and Rubin
2006: 1)."% A similar study by Consolandi and colleagues focused on the
relationship between ownership structure, corporate financial perform-
ance (CFP) and corporate social performance (CSP). The authors found
a positive correlation between the first two: Concentrated shareholdings
lead to better CFP, while the relationship between CFP and CSP lacks any
parallels (Consolandi et al. 2006: 11-12). These results hint at some sort
of causal effect between ownership structure and norm-entrepreneurship.
However, it has to be stressed that ordinary CSR measures, as described
in the literature to date, refer to norm-consumership and not to norm-
entrepreneurship.
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Goergen and Renneboog analyzed the effects of ownership structure,
defined as shareholder management and social issue participation, on CSR
in 500 U.S. firms (2002). They argued that major shareholders are more
visible to the wider public. They will engage in CSR measures because they
are interested in trying to keep the firm’s image clean. In addition, it was
suggested that the application of higher CSR standards might result in bet-
ter financial performance; low levels of CSR having negative effects on the
firm’s value. Consequently, major shareholders are expected to be concerned
about improving a company’s CSR profile (Goergen and Renneboog 2002: 5).
Goergen and Renneboog could not find any significant correlation between
ownership structure and CSR activities.

4.2.1 Business case - the short- and long-term perspective

To analyze the causal value of ownership, two theoretical assumptions about
the motivations of owners are applied: narrow market rationalism and com-
plex market rationalism (Conzelmann and Wolf 2007b). While both point
to the ‘business case’, the former refers to a rational choice reflection that
is limited to the short-term, material, cost-benefit calculations of a Homo
economicus, whereas the latter extends the rationalist notion of the logic of
consequences to the long-term implications of the reputation costs resulting
from corporate activities. A causal mechanism is introduced which differen-
tiates between short- and long-term perspectives to analyze whether owner-
ship has any effect on norm-entrepreneurship (Consolandi et al. 2006: 11).

In the short-term perspective, it can be argued that companies with a short
time line for calculating costs and benefits usually have owners (and share-
holders) with only a temporary stake in the company.'® Their primary goal
presumably is the maximization of shareholder value and they do not want
managers to allocate funds to long-term investments. Norm setting activ-
ities would be considered conspicuous social programs with no or negative
effect on the financial bottom line.

Owners following a short-term approach claim that any type of add-
itional CSR engagement primarily adds costs, which in turn lowers the
short-term profitability at the expense of return on owner capital. This atti-
tude is described as ‘shareholder primacy’. It stresses a cost and risk reduc-
tion approach that does not seriously recognize the possibility of a CSR
business case (Kurucz et al. 2008: 101). As a result, managers focus on clas-
sical economic accounting indicators, such as earning-per-share growth,
return on equity or those stemming from the contemporary shareholder
value approach that focuses primarily on the cash flow and shareholder
return.

Owners of this type do not have any altering influence on managers,
because managers are considered short-term oriented and naturally refrain
from any risky norm-entrepreneurship activities. Independent of the origin
of an investor, the owner, whether a government, an individual or a creditor,
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would follow a narrow market rationalism, focus on short-term profitability
and hence grant extensive autonomy to the management.

In a long-term perspective, companies with concentrated shareholdings
have owners that are directly interested in the long-term strategy of a com-
pany.!” These owners with often long-term holdings are more open-minded
to the possibility of adopting elaborate CSR strategies, including norm-
setting activities. They may be interested in norm-entrepreneurship because
they see a potential additional — economic and possibly social — value in
engaging in norm-related activities. It is assumed that owners with long-
term investment views are also more inclined to pursue more comprehen-
sive management approaches that focus not only on short-term profits and
do not solely emphasize economic indicators. Underlying this approach are
notions of complex market rationalism. Owners realize that corporations
have at least some sort of social obligation beyond complying with eco-
nomic and legal responsibilities, looking at social responsiveness and social
responsibility, ethical and philanthropic aspects (Carroll 1979, 2004). These
types of owners try to integrate economic and noneconomic views into
their deliberations, applying a ‘triple bottom line’ approach of financial,
social and environmental elements (Elkington 1998). They are regarded as
interrelated and therefore have to be aligned with the overall corporate goal
of sustaining growth and providing value to shareholders (Roselle 2005: 115).
Based on this approach, economic profits are achieved in the mid- and long
term, particularly if socially responsible aspects are adhered to in the short
term. Environmental and social points of view are considered not only as
a risk but also as an opportunity (Schaltegger and Figge 1997). The inclu-
sion of environmental protection and compliance with social standards are
met with less resistance from owners because they might lead to higher
long-term earnings. Successful management of sustainability performance
is achieved only if the management of environmental and social issues is in
line with increased competitiveness and economic performance (Schaltegger
and Wagner 2006: 4).

Thus, companies with concentrated shareholdings might follow an
enlightened version of the logic of consequences and be proactive in self-
regulatory initiatives because certain owners want to see their company well
positioned for future challenges and to be economically successful in the
mid- and long term. As a result, owners with a large stake in the company
would also aim to install like-minded managers and support management
approaches that keep agency costs down.

Different types of owners underscore and reinforce the mechanisms inher-
ent in a long-term perspective. When governments finance commercial
enterprises, they are still committed to the common good and public wel-
fare. The same might hold true for individual and family-owned compa-
nies because they are under less pressure to generate short-term returns for
shareholders. The extent that a governmental investor will try to influence
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management decisions to engage in CSRis also contingent on national devel-
opments, particularly whether a public CSR policy has been developed that
is enforced and actively pursued by governmental actors. Possible examples
are countries such as the United Kingdom, where the government acts as
a driver of CSR by mandating reporting, increasing transparency through
soft forms of regulation, and providing incentives and awareness raising
activities (Bertelsmann Stiftung 2007: 32-3). Typical incentive schemes
might involve the inclusion of CSR criteria in public procurement tenders.
However, companies from OECD countries need to be differentiated from
emerging market TNCs. National governments of developing countries
frequently regard foreign investment as an opportunity to increase their
influence in the global arena, especially in key national industries. They
exert influence over the activities of ‘their partly-owned’ companies with
the goal to enhance national (political) objectives and increase the per-
formance of their economy (Dunning et al. 2007: 13-14). It is expected that
state owned - or state controlled — companies from ‘challenger’ countries
will put less emphasis on norm-related activities than ones from OECD
countries.

Individual and family ownership can have an impact on management CSR
activities as family owners invest in socially responsible behavior if it serves
to protect the family’s assets. Some studies stress that this can be positively
associated with strategic flexibility and an ability to pursue new opportuni-
ties and respond to threats in the competitive environment, depending on a
family firm’s culture of commitment to business (Zahra et al. 2008). Family
owners very often apply employee and community friendly policies (Stavrou
et al. 2007). This indicates that family companies might be able to sense new
trends, such as CSR, and to consider engaging in norm-entrepreneurship
activities as relevant economic value drivers.

The role of creditors and pension funds in particular in corporate norm-
related activities has only recently gained attention. Pension funds are the
largest investment blocks in most countries and dominate the stock market
where they invest. So far, these types of mainstream investors have taken
a rather indifferent view of CSR-related activities. Their primary objectives
were to preserve the original investment, a steady income, and capital appre-
ciation because the business case for CSR activities has been far from clear
to date. Until the late 1990s, public and private pension funds did not sig-
nificantly push CSR activities. They generally took on the role of monitors
because they have no business relationship with their investment. In recent
years, socially responsible investment (SRI), which is an investment prac-
tice that includes the evaluation of social, environmental, and ethical issues,
has gained momentum (Sparkes and Cowton 2004; Visser et al. 2007: 424).
Socially responsible investors have integrated CSR and sustainability policies
(as indicators for risk management) in the search for successful long-term
investments. SRI is the attempt to consider the social, environmental and
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ethical consequences of investment within the context of rigorous financial
analysis (Vivo and Franch 2009). Only lately have pension funds received
more public attention due to shareholder activism. Activists apply various
tactics. For example, they voice their opinion at shareholder meetings by
filing shareholder resolutions that challenge companies about allegedly
unethical practices (Crane and Matten 2007: 250). Because asset managers
have a fiduciary duty to vote on these resolutions and, in some countries,
such as the United States, to disclose their voting policies, shareholders can
raise public awareness of CSR issues. Through the application of these meas-
ures, public pension funds are starting to become a potentially powerful
catalyst for corporate social and environmentally responsible activities (Hess
2007; Sjostrom 2008). A prominent example is the transfer of the Norwegian
Petroleum Fund, which administers and invests the state’s revenues from the
oil industry, into a public fund with an ethical investment policy.

It is expected that owners with a short-term outlook would rarely try to
influence management decision making processes. Owners who are part of
an anonymous mass of dispersed shareholders are solely interested in short-
term profitability. They expect managers to do everything that is necessary
to serve their interests, which implies that they will not engage in any costly
forms of norm-entrepreneurship activities. On the contrary, owners with a
long-term outlook consider environmental and social issues as an oppor-
tunity that can also be economically attractive. If they control a critical
number of shares, they could directly influence management to consider
norm-related activities as a salient corporate strategy.

Looking in more detail at these types of owners, governments, and fam-
ilies can be expected to have a long-term view, whereas creditors have a
short-term view. Governments are prone to support norm-related activities
if they have already introduced CSR aspects into their national legislation,
such as in public procurement tenders. Family owners are expected to do the
same, especially if they feature a corporate culture that focuses on employee
and community friendly policies (Section 4.3). Creditors focus mostly on
preserving investments. Pension funds, due to their long-term orientation
and in line with their recent reorientation toward ethically oriented invest-
ment strategies, may be more open to norm-related corporate activities.

4.2.2 Measuring ownership

Links between owners, management, and norm-entrepreneurship activi-
ties are sought in two steps. First, the degree of ownership concentration is
examined. This is a precondition for testing whether there are significant
correlations between ownership structure and norm-entrepreneurship. The
ownership of a company is ‘concentrated’ if major owners hold S percent
or more of the voting shares.!® Each owner whose share package exceeds
5 percent is considered capable of exerting influence on management. In
the second step, the hypothesis is analyzed to see if governmental, family,
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or pension fund ownership is more prevalent (Xiaonian and Yan 1997: 2-3;
Koke 1999: 3). To account for the different types of ownership, two empiri-
cal samples are used, covering 71 corporate norm-entrepreneurs altogether.
In addition to the 10 systematic norm-entrepreneurs, the 61 companies
that were identified as sporadic norm-entrepreneurs are also included in
the empirical analysis. Finally, to find out whether the previously detected
correlation in relationships also indicates causal links, interviews with rep-
resentatives of companies and self-regulatory initiatives were conducted to
gather additional empirical evidence.

Quantitative analysis of ownership structure relevance

An analysis of the ownership structure of the two samples shows that six
out of the ten systematic norm-entrepreneurs have concentrated sharehold-
ings (Table 4.5). This does not convincingly demonstrate the significance
of concentrated shareholdings compared to dispersed shareholdings. The
percentage of concentrated shareholdings is only slightly higher among
sporadic norm-entrepreneurs. Approximately two-thirds of the sporadic
norm-entrepreneurs have owners that hold more than 5 percent of the
shares. These preliminary results suggest only a limited potential relevance
of the relationship between owners and managers that is typical of concen-
trated shareholdings.

A more detailed look at owner type reduces the significance of this pre-
liminary result: Although all types of investors — public, private, individual,
and family owners - are represented in this sample, there are a striking
number of institutional investors, in the form of asset managers and the
like. In the sample of systematic norm-entrepreneurs, nine have investors
from this sector but only five pass the 5 percent threshold. Among the 61
sporadic norm-entrepreneurs, also half of the owners are of institutional
origin. Since pension funds - as the type of long-term institutional owner
presumed to increase CSR engagement, including norm-entrepreneurship —
are exceptions among the institutional investors, these findings further
weaken the hypothesis: asset managers and the like are typical examples
of investors not interested in exerting control over the companies in which
they hold shares but exclusively looking to maximize their returns. It is
highly unlikely that sporadic or systematic norm-entrepreneurship can be
explained by concentrated ownership by institutional investors.

Looking more closely at the actual influence of those types of owners that
were hypothesized to generally show greater interest in fostering ethical
corporate policies, only three among the 10 systematic norm-entrepreneurs
(Table 4.5) have major shareholdings by governments (France Telekom and
Sasol) or individual and family investors (Inditex). These relations are simi-
lar to those among the 61 sporadic norm-entrepreneurs (Figure 4.1). All that
can be concluded here is that, while there are individual instances of norm-
entrepreneurship that might be explained by ownership structure (such as
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the cases of France Telekom or Inditex), the mix of owners and especially
the presence of governments or individuals cannot explain all instances of
norm-entrepreneurship and thus does not constitute a necessary factor.

Qualitative analysis of ownership influence

Based on the empirical results of the quantitative analysis, the variable ‘owner-
ship structure’ currently has no significant impact on norm-entrepreneurship.
It neither supports nor prevents corporations from becoming norm-entrepre-
neurs. Qualitative analysis supports these results. Most of the interviewees
stressed that norm-related activities had not been a priority for the owners of
a company. However, there were some hints that concentrated shareholdings,
in particular governmental and family ones, might start playing a larger role
in the future.

When asked about whether the ownership structure of a company and
the different types of shareholders play a role in norm-related activities,
a company representative answered straightforwardly: ‘When you go to a
shareholders’ meeting, so far there have not been many questions on CSR’
(C3, 12 September 2007). Another one stated that ‘we have never, in terms
of CSR, received any negative feedback or criticism from our shareholders’
(C5, 8 November 2007). An interviewee alluded to the fact that single own-
ers and shareholders rarely have any say on particular corporate policies
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Figure 4.1 Shareholder structure of sporadic and systematic norm-entrepreneurs
(percentage of public, institutional investors, and individual owners)

Source: Authors’ research.



Table 4.5 Ownership structure of systematic norm-entrepreneurs

NE As of

Free float

Type of shareholder

Public

Institutional investors Individuals

Credit Suisse (CH)  31.12.07

UBS (CH) 31.12.06

Deutsche 31.12.06

Bank (DE)

Inditex (ES) 31.12.06

France Telecom 31.03.06

British Petroleum  31.12.05

87.46%

90.40%

100%

75.35%

67.55%

89.60%

French State 18.18%
ERAP 14,27%

Chase Nominees Ltd. (GB)
9.74%
AXA SA (FR) 6.98%

The Depository Trust
Company (USA) 13.21%
Chase Nominees Ltd (GB)
8.81%

Barclays PLC (GB) 3.6%
UBS (CH) 3.1%

Institutional Investor

in total 36.52%:

ROSP Corunna
Participaciones
Empresariales, S.L. 6.9%
Chase Nominees LTD. (GB)
5.974%

Gartler, S.L (ES) 50.01%
Partler, S.L (ES) 9.28%
Other individuals 4.18%
Employees 3.64%

Kuwait Investment Office
3.32%*

Barclays PLC 3.47%
Legal/General Investment
Management 3.57%

10.1057/9780230277533 - The Role of Business in Global Governance, Annegret Flohr, Lothar Rieth, Sandra Schwindenhammer and Klaus Dieter Wolf



Rio Tinto (GB) 25.04.07 88.95% Barclays Plc 4.02%
The Capital Group Companies
Inc 3.9%
Legal & General Group Plc
(UK) 3,13%

Royal Dutch 27.02.07 100.00% The Capital Group Companies
Shell (GB) Inc. 7.24%
Barclays Bank plc 6.45%
Legal & General Group plc
3.9%

TATA Steel (IN) 30.09.08 66.05% Government 0.02% Bank Financial Institutions/
Insurance Companies 18.05%
Foreign Institutional Investors
19.82 %
Mutual Funds 4.95%

Sasol (SA) 30.06.06 k.A. Public Investment Sasol Investment Company
Corporation Ltd. 13.8% Ltd. 8.8%
Industrial Development PIC Equities (SA) 10.8 %
Corporation of South Old Mutual Asset Managers
Africa Ltd. 7.8% (SA) 8.1 %
Stanlib Ltd (SA) 4.4 %
Capital Int’l Inc (US)
4.3 %

Legend: NE: norm-entrepreneur
Grey: companies with concentrated shareholdings
White: companies with dispersed shareholdings

10.1057/9780230277533 - The Role of Business in Global Governance, Annegret Flohr, Lothar Rieth, Sandra Schwindenhammer and Klaus Dieter Wolf
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in incorporated companies: ‘Because our company is a publicly listed com-
pany, the owners do not have any direct influence on operational business’
(C9, 8 February 2008). One interviewee was quite surprised about questions
regarding the relevance of ownership: ‘To be honest, I have never thought
about CSR from this perspective. I do not think that the ownership mix has
an influence. Maybe a big shareholder might have the opportunity to
have an effect on management decision, but at our company this has not
happened so far’ (C3, 12 September 2007). The argument was even turned
around; one interviewee stated that ‘because our company is an incorpo-
rated company, owners have only a limited direct influence on the oper-
ational business’ (C9, 5 February 2008). Another company representative
stressed that ‘in French, an incorporated company is translated as “societé
anonym”, which provides a good account of reality. We have millions of
shareholders, big and small ones, even hedge funds, but they do not have a
say in our daily business’ (C2, 11 September 2007).

Some respondents pointed to the fact that publicly listed companies were
more under scrutiny than others but that this does not mean that they are
more active than nonlisted companies. In no interviews was any significant
owner influence mentioned. Some shareholders became more interested in
management decisions on CSR activities, but no credible pressure has been
exerted on management so far. In addition, some company representatives
considered investing in their company as a long-term investment: ‘From a
shareholder perspective we are very safe and you invest in us for the long
term. [...] We know our shareholders are expecting a return in 20 years time.
So it does give us some leeway, the way that we operate our business. [...]
Within our team, I do not feel the pressure of our shareholders or the own-
ers’ (C7, 21 November 2007).

The interviews did not support the expectation that a company is more
inclined toward norm-related activities if it has a certain type of owner.
A representative of a company with strong governmental shareholdings
stressed that ‘the way of doing business is the way of a private company.
[...] The influence of the public shareholders is that they vote and that
they may choose the CEO’ (C8, 10 January 2008), like any other share-
holder. The same results hold true for companies that have family owners.
Although there was only one family-owned company in the sample, the
majority of the respondents provided numerous good and bad examples of
family ownership and norm-related activities. One company representative
suggested that ‘owner-operated businesses have a better chance from the
beginning to act ethically and more responsible. In contrast, incorporated
companies have to “learn” what that means and need external pressure’
(C2, 11 September 2007). Another interviewee put the emphasis on ‘per-
sonal leadership’ and that ‘good behavior depends on having a determined,
charismatic leader’ (I3, 27 March 2006). Again, no general causal pattern
could be established.
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Interviewees stressed that, while investors in the past rarely pushed com-
panies toward norm-related activities, this has started to change with the
current trend of socially responsible investment (SRI): ‘There are these
sustainability oriented shareholders, yet they only form a small group of
shareholders which are interested in our engagement in CSR activities. But
remember, they are negligibly small in comparison to the bulk of other
shareholders’ (C2, 11 September 2007). However, as another company rep-
resentative pointed out: ‘In the longer term there might be a proliferation
of socially responsible investors. [...] Their influence is growing. [...] They
are small but they are influential’ (C4, 10 October 2007). Some companies
have already reacted to this increasing attention from activist sharehold-
ers but the overall effect is still rather small, as one company represent-
ative reports: ‘Yes, there is pressure from the investors. We try to go out
and tell our investors about our sustainable development programs and
about the value added to our reputation. FTSE4 Good and the Dow Jones
Sustainability Index help that. But actually the vast majority of the investor
world is not particularly interested in that stake, though it is changing’ (C7,
21 November 2007).

Interestingly, two company representatives emphasized that the origin
of shareholders might play an important role (the home state variable is
analyzed in Section 3.2.): ‘Like other companies, we do not have massive
numbers of foreign owners. [...] But most of the shareholders are very much
here [in the home country of the company]. That, of course, influences us’
(C7, 21 November 2006). The interviewee associated this sort of home state
influence with a certain kind of ownership influence on corporate behav-
ior: Owners who are considered risk averse or have a conservative reputation
might affect a corporation’s strategy.

In summary, only a few company representatives attributed relevance to
ownership structure in norm-related activities. Some believed that it might
become an issue in the future, particularly in family owned companies,
pension funds, and SRI. This would indeed support recent research on the
influence of pension funds and family owned companies. However, clear
evidence of any significant causal effect of ownership type could not be
detected. Overall, the analysis surprisingly showed that the variable ‘owner-
ship structure’ has no decisive effect on the norm-related behavior of com-
panies. However, reinforced by the financial crises in 2008 and the ensuing
decline in confidence in short-term investments, the increasing amount of
money invested in SRI funds could be taken as a sign that long-term owner
and investor views might play a much larger role in the future than in the
past.

4.2.3 Conclusion

Neither concentrated shareholdings nor any particular owner type can
explain the sporadic or systematic activities of corporate norm-entrepreneurs.
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There are slight indications that some types of owners are present more
often than others but their causal effect could not be traced. Public pension
funds and socially responsible investors might direct companies into more
norm-related behavior in the near future but their small percentage of com-
pany ownership and overall investment is currently still too insignificant. It
might be interesting to further examine the role of government and family
owners to determine whether individual instances of norm-entrepreneurship
can be sufficiently explained by their influence, particularly when consid-
ered with the results of Section 3.2: The home state variable explained 8 out of
the 10 cases of systematic norm-entrepreneurship. It seems striking that the
remaining two - from the fairly interventionist home states Spain and France
- have a government and a private individual in control of the company.

Other shareholder criteria could be of interest in other correlations, such as
the origin (home state) of the owner or the industry sector. However, the influ-
ence of ownership on norm-entrepreneurship seems to be negligible. The fact
that owners seem to generally exert little influence on norm-entrepreneurship
points to the potential importance of corporate leadership by managers, which
deserves more attention in future research.

4.3 Corporate culture

Corporate or organizational culture figures prominently in sociology and
management sciences as a causal factor in explaining an organization’s
structure or strategy and as a phenomenon defined, for example, by the
larger societal culture or the nature of the problems an organization has
to cope with (Pfahler 2006: 36-40). In this study it is assumed that corpor-
ate culture can make corporations more or less likely to engage in norm-
entrepreneurship. Without prior experience in related matters a company
cannot easily take on corporate norm-entrepreneurship because the behav-
ior requires particular cognitive predispositions and factual resources. It is
therefore assumed that an existing ‘culture of responsibility’ is more adapt-
able to norm-entrepreneurship than other variants of corporate culture.
Companies habitualized to engaging in activities beyond their core busi-
ness and contributing to public good provision prior to the rise of societal
expectations of corporate engagement in norm setting and opportunities
for norm-entrepreneurship will follow the same scripted behavioral paths
in these new challenges.?

Hpypothesis 6 (H6): The more a corporation’s culture is a ‘culture of respon-
sibility’, the more it is likely to engage in norm-entrepreneurship.

4.3.1 Learning as a causal mechanism

Institutional learning is a key concept for drawing a possible causal con-
nection between a traditional culture of responsibility and engagement in



Actor Characteristics 109

norm-entrepreneurship. In departing from the zero hypothesis of narrow
market rationalism (corporations follow profit-maximizing strategies only),
the motivation for acting as norm-entrepreneurs might be hard to establish.
Sociological versions of neo-institutionalist organizational theories recog-
nize that corporations need to be cognitively ‘ready’ to engage in any ac-
tivity (Hall and Taylor 1996: 16). Just like individuals confronted with new
and highly complex problem structures in their environment, they tend to
rely on scripted role behavior to reduce complexity (Gioia and Poole 1984;
Hall and Taylor 1996; Preisendorfer 2005: 145-52). Accordingly, it is likely
that corporations who already have a tradition of and mechanisms available
for processing demands that go beyond pure profit-maximizing strategies
will react in the same way to demands or opportunities to engage in norm-
entrepreneurship.

This reasoning implies that norm-entrepreneurship - as a form of script
processing — is not necessarily a consciously chosen behavioral strategy but
results from habitualized routines (Gioia and Poole 1984: 449). Therefore,
assuming there is explanatory value in corporate culture does not mean
that corporate norm-entrepreneurs are normatively convinced of doing
the right thing. They are not necessarily undergoing a cycle of double-loop
learning resulting in a modification of their underlying values, interests
and goals (Argyris and Schon 1978, 1996). However, script acquisition — the
point in time when a corporation first starts to develop its culture of respon-
sibility — requires a certain amount of active cognition. This process can
be enhanced by interaction, rewards and reinforcement processes. While
interaction, communication, and dialogue have the potential to foster per-
suasion (Checkel 2001; Schimmelfennig 2003), social or material rewards
and punishments for enacting a company culture of responsibility can
also make a corporation follow the script in adopting strategies of norm-
entrepreneurship.2°

4.3.2 Identifying an adaptable culture of responsibility

The operationalization of ‘corporate culture’ thus needs to capture two very
different dimensions of the concept: First, what is the actual and observable
content of the ‘culture of responsibility’ that is assumed to be particularly
adaptable to norm-entrepreneurship? Second, what indicators signal that
norm-entrepreneurs have already been habitualized into acting in accord-
ance with a culture of responsibility to a degree where they, by reflex, react
with similar strategies when they are confronted with new demands and
opportunities, such as engaging in norm-entrepreneurship?

The content of a culture of responsibility

Schein’s distinction of three levels of organizational culture, ranging from
subconscious basic assumptions about the nature of the world, to values and
behaviors as its more observable manifestations (Schein 1989: 13-21) holds
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relevance but the focus of this study is on the visible manifestations of cor-
porate culture. These can be verbal references to corporate culture, or, as
an attempt to objectify what an adaptable culture consists of, forms of cor-
porate engagement in beyond-profit activities. These two manifestations are
understood as expressions of the underlying values and basic assumptions
of a corporation that form an overall corporate culture of responsibility. The
visible artifacts, whether verbal or behavioral, are thus taken as indicators
of the overall corporate culture. By identifying the responsible activities of
a corporation, it is assumed that a culture of responsibility exists and is the
source from which these activities are derived.

A corporate culture of responsibility comprises activities that are not part of
a corporation’s business activities. Business could still function, the product
produced, and service provided even if the responsible activity was not prac-
ticed. A characteristic of activities that flow from a culture of responsibility
is that they are dispensable to a corporation with a purely business culture.
However, for responsibility to qualify as a part of organizational culture, a
corporation would have to view itself and its role as defined by responsible
behavior rather than regarding it as an add-on to business activities. This
implies that philanthropic activities with no effect on business activities
are not proxies for a corporate culture of responsibility. Philanthropy and
norm-entrepreneurship differ too much from one another in their degree of
infiltration into the core business practice of the corporation.

Another set of activities has to be excluded from the definition of a cul-
ture of responsibility, namely corporate lobbying activities. Even though
lobbying - as an inherently political activity — comes close to the political
character of norm-entrepreneurship and could be regarded as highly con-
nected, there is again a fundamental difference between the two. Political
lobbying approaches the political decision making process from the out-
side and only through deliberate choice. Norm-entrepreneurship implies a
degree of involvement in public affairs and therefore a role-shift that goes
beyond what would be necessary to ensure business benefit. A culture of
responsibility — for public affairs though not necessarily for the public good —
therefore has to be distinguished from a culture of political involvement in
terms of adaptability to norm-entrepreneurship.

Indicators of a culture of responsibility are found in the internal and
external activities of a company. Internal activities can aim to improve the
situation of employees beyond a legally required degree, such as special
vocational programs, gender-equality measures, or extraordinary partici-
patory mechanisms. Externally oriented aspects of a responsible culture
are found in environmental protection or in being sensitive to political
issues. Responsible activities could consist, for example, in establishing
beyond compliance waste-management systems, or in distancing the com-
pany from repressive regimes, a classic example being the withdrawal of
firms from South Africa in the times of apartheid, which demonstrated a
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degree of responsiveness to demands for beyond-profit activities. A cul-
ture of responsibility can also have more sector-specific characteristics.
For example, environmental policies are considered almost indispensable
to a culture of responsibility in the extractive industry. Issues connected
to transparent information policies have greater relevance to the banking
sector.

Habitualization of a culture of responsibility

For an activity to be classified as a habitualized script of behavior it must
reach a certain level of intensity. Established long-term processes resulting
in repetitive patterns of behavior are more indicative than single or isolated
instances of ‘doing good'. Ideally, a certain degree of institutionalization
that ensures reliable adoption of such behavior in any situation will also
be discernable. Hence, the focus is on identifying existing structures and
policies within corporations that back behavioral routines engrained in the
corporate DNA. Relevant actions should have a certain degree of regularity,
even if behavior may still sometimes contradict structure and policy. The
intensity of behavior required for adaptability will be most clearly estab-
lished where special branches or departments exercise responsibility and are
not mere add-ons without links to core business departments. Gunningham
and Rees quote Selznick: ‘a corporate conscience consists of specific arrange-
ments for making accountability an integral part of corporate decision
making. The main strategy is institutionalization’ and ‘the great task of
institutional design is to build moral competence into the structure of the
enterprise’ (Gunningham and Rees 1997: 381-2).2!

There is also a difference between a culture of responsibility — as a rather
apolitical practice of ‘doing good’ — and the more recent public expectations
of corporations taking on an explicitly political role as co-providers of gov-
ernance functions. These expectations are embedded in the paradigm shift
toward a relationship between the public and private sector as partners in
the provision of public goods which is not based on hierarchy. The former
apolitical practice of doing good is rooted in the time when the roles of
the two were still distinct and even the highest expectations of corporate
responsibility did not go beyond issues within the businesses’ realm of influ-
ence. Hence, a distinction between the dependent variable (corporate norm-
entrepreneurship) and the independent variable (corporate culture) can be
drawn with a timeline: Activities that represent a culture of responsibility
must be searched for and intensively practiced before this paradigm shift
occurred and expectations of a corporate role-shift were made. The United
Nations Conference on Environment and Development in Rio de Janeiro in
1992 serves as the empirical watershed for distinguishing corporate politi-
cal activities that occurred in the ‘new age’ of global governance that fol-
lowed the golden age of the nation state. To draw a clear differentiating line
in corporate norm-entrepreneurship (the dependent variable), only those
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activities indicative of a culture of responsibility (the independent variable)
that can be identified as part of a company’s tradition prior to this date are
taken into account.

Data and method

Organizational culture is obviously a complex construct and difficult to
measure in quantitative terms or according to precise indicators. To deter-
mine the character of the ten selected norm-entrepreneurs’ corporate cul-
ture a qualitative approach was used, primarily based on how corporations
describe themselves rather than on objective data portraying a factually
observable corporate culture. Accordingly, data from expert interviews were
first used to identify the cognitive influence of culture upon the corpor-
ation, the expectation being that corporate representatives regularly refer
to their corporate culture, that is, responsible practices and activities with
a long tradition, as the background for their current engagement as norm-
entrepreneurs. Habitualization, in particular, was assumed if the adequacy
and appropriateness of such activities are taken for granted. In terms of
figures of speech that could underpin the hypothesis, people involved in
norm-entrepreneurship are expected to be aware of the connection between
previous beyond-profit activities and current norm-entrepreneurship and to
naturally draw argumentative links between them.

The visible ‘third’ level of organizational culture was identified in short
case studies on the selected corporations, based on primary and second-
ary accounts of the internally and externally oriented activities assumed
to flow from a culture of responsibility. Although corporate publications
and self-descriptions may not be sufficiently reliable sources in general,
in this context they contain the desired evidence. Cognitive processes,
such as habitualization and scripted role behavior, become operational in
subjective accounts of history. Even if a corporation does not live up to
its perceived culture, self-perception is important to decision making on
norm-entrepreneurship.

If, as assumed here, corporate norm-entrepreneurship rests on a preexist-
ing corporate culture of responsibility, it is expected that the ten identi-
fied norm-entrepreneurs would show a high level of adaptability in their
pre-norm-entrepreneurship activities. Presumably, they will have exercised
the internally and externally directed activities that were identified as in-
dicative of a culture of responsibility, not as ad-hoc responses to external
stimuli but with a certain regularity and based on established and insti-
tutionalized processes. As this degree of institutionalization also depends
on material and personal resources allocated by the corporation to these
activities, the companies will typically have specific departments and staff.
It is also expected that evidence of written or oral testimony of specific
policies and processes will be found and that staff in general will be aware
of these.
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4.3.3 Evidence from primary data

It is highly striking that several representatives of initiatives named a cul-
ture of responsibility as one of the most influential factors in the corpo-
rate decision to engage in norm-entrepreneurship. The following statement
is indicative: ‘If a corporation has a certain tradition in the area of social
responsibility or maybe environmental protection, it is much more likely
that it will participate in this initiative than if that corporation was more
aligned [with] other topics’ (114, 5 September 2006). One business represent-
ative explicitly related his corporation’s current frontrunner position as a
norm-entrepreneur in several contemporary self-regulatory initiatives to its
long history of going beyond legal compliance in welfare and public goods
provision, arguing exactly along the lines of an earlier statement. “When it
comes to norm formation, which means innovative entrepreneurship and
the appliance of norms which formerly were nonexisting and nonaccepted
standards, it really means that these entrepreneurs played a part in pioneer-
ing and innovating something. [...] For instance, we started a number of best
practices for labor. When it was unheard of [...] we [...] thought of having
workers compensation, worker committees, a nursery for mothers with chil-
dren who come to work. Now these things are all setting up certain norms,
which became law [...] fifty years ago. [...]This is something that character-
izes norm-formative behavior’ (C1, 22 July 2007).

Another expert linked the behavior of corporations to the internal alloca-
tion of resources, underlining that a certain amount of institutionalization
is necessary for a culture of responsibility to enable norm-entrepreneurship:
‘Obviously, the maturity of corporations differs. [...] There are all those
which only just started to approach the topic and have to discover it for
themselves. They have to establish their own internal processes and are
busy with that task. They are, in a sense, trying to catch up and they do not
have the capacity to participate immediately. Where the internal organiza-
tional structure is often a one man show, where there is no infrastructure,
where data first have to be generated and their quality is questionable, the
people responsible are [too] overstrained to participate in advanced proc-
esses on top of that (I7, 15 May 2006). Several interviewees drew this link
between the availability of resources and the possibility of engagement in
norm-entrepreneurship: ‘Very often it is a single person who has to do this
job on top [of their normal work load]. [...] Of course, then it is difficult
for a corporation to be even more pro-active in a project than is required.
Possibly they are willing, but they are lacking the capacity’ (I13, 28 July
2006). As assumed, the necessary resources for norm-entrepreneurship are
more likely to be provided in corporations who are accustomed to allocating
resources for beyond-profit activities.

Other statements emphasized the importance of institutional venues
for norm-entrepreneurship to flourish: ‘It has to be part of the corporate
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culture otherwise it will not be lived. The intention has to be incorporated
into the business processes and operations. The most important thing is to
have space for discourse within the corporation: A designated space where
the dilemmas and conflicts can be discussed’ (I7, 15 May 2006). Where a
culture of responsibility is not habitualized and practices flowing from it
are not internalized but questioned, ‘people in middle management and
lower levels of the hierarchy are bending over backwards for this but have
to struggle internally with the board of management to achieve something.
Therefore, it is necessary to have awareness of this topic internally, to have
sensitivity and to acknowledge the necessity of making it transparent’ (113,
28 July 2006).

There was one initiative representative who saw cultural factors as irrele-
vant, highlighting that engaging in new collective mechanisms can be
equally attractive to corporations who have had ‘a long-running tradition
in social monitoring and CSR generally’ (I13, 28 July 2006) as it is to those
without such a tradition. Within the collective initiative that the spokesper-
son represents, traditions in the area of responsibility vary largely among
the norm-entrepreneurs. ‘From the beginning, quite a lot of corporations
were interested in this idea [of collectivizing a monitoring system], espe-
cially [...] those corporations [that] did not have a system of their own [...]
and were searching for a new one. On the other hand, it was also attractive
[to] those corporations [that] already had an [...] internal monitoring sys-
tem because they, too, recognized that a collective approach might [...] have
more authority and efficiency’ (113, 28 July 2006).

Initiative and corporate representatives almost unanimously underlined
the importance of a culture of responsibility: a tradition of engaging in
beyond-profit activities. The substantive and procedural aspects of such a
tradition were also acknowledged as important. Corporate representatives
referred to their history of beyond-the-law engagement, for example, in
workers’ rights protection, as a driver of their current norm-setting activ-
ities. The necessity of a minimum of institutionalization and CSR resource
provision was underlined because without them corporations are not able
to notice new engagement possibilities. Evidence was also found to confirm
the expectation that engagement in norm-entrepreneurship is difficult for
a company that is only at the early stages of institutionalizing responsi-
bility internally. Although this was doubted by one expert, there was ample
support for the assumption that habitualization to CSR-related behavior
increases the likelihood of engaging in norm-entrepreneurship

4.3.4 Analysis of secondary data

To further substantiate the hypothesis, the behavior of the ten norm-entre-
preneurs was analyzed for beyond-profit activities directed toward internal
and external stakeholders traditionally practiced by the company, accord-
ing to its own and third party accounts.
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British Petroleum

BP is active primarily in the extractive industry and repeatedly faces the
problems endemic to this sector. Although criticized on many occasions, BP
stands out as a company that accepted its responsibilities to external actors
and within certain issue areas considerably earlier than many of its peers.
In the early 1980s, after an at the time rather uncommon process of stake-
holder consultation, BP institutionalized a special group within the Public
Affairs and Information department at headquarter level that was respon-
sible for the four areas of donations, sponsorships, education and commu-
nity affairs, with the latter being of particular importance. BP explicitly
described the activities as being part of its own ‘enlightened self-interest’
(BP 1982: 2-3) and stated that ‘the aims of BP’s community and educational
affairs policy are therefore an integral part of the overall commercial objec-
tives of the company’ (BP 1982: 6). BP’s efforts to benefit communities were
especially prominent in South Africa where it sought to foster desegregation
in the 1980s (Browne 1997: 8-9). Even though BP was widely criticized for
not disinvesting from South Africa and being involved in human rights vio-
lations via a subsidiary in Indonesia (ICEM 1997: 24), the company strove
early on to engage with and to assume responsibilities to external stakehold-
ers in an institutionalized manner.

Similar observations hold true for BP’s awareness of its environmental
responsibilities. BP drew massive criticism from NGOs, such as Multinational
Monitor and Citizen Action, for a number of accidents that led to massive
habitat degradation: But it also developed a sense of responsibility for the det-
rimental environmental effects of its operations and accepted its role model
position: ‘as the largest company in the United Kingdom, BP has a special
responsibility for setting a lead in good energy management’ (BP 1979: 4). In
the 1970s, the company engaged extensively in renewable energy research,
set up an Energy Conservation Committee and consulted its customers on
these issues (BP 1977, 1979). By not filing for patents for its energy-efficient
technologies, BP shared its expertise with competitors (Lamb 1970: 2).
According to the company, ‘throughout the 1970s and 1980s, environmen-
tal concerns were increasingly core to BP’s culture’ (BP 2008).

BP’s inward-directed activities, in addition to an institutionalized
Employees’ Relations Department dedicated to the classic function of attract-
ing and retaining suitable staff (Rock 1968), are demonstrated for example
by deliberate attempts to increase the number of shares held by staff. For
example, 20,000 people, equaling more than 60 percent of staff employed
in the United Kingdom, owned shares in the early 1980s (Walters 1984: 4). In
sum, BP institutionalized avenues for the enactment of a culture of respon-
sibility long before the concept of CSR was invented, although largely based
on a rational understanding of enlightened self-interest. Their focus was
outward-oriented but policies on employees followed a similar pattern.
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Credit Suisse

As seems to be the case with banks in general, the beyond-profit activities of
Credit Suisse originally focused on sports and cultural sponsoring and phil-
anthropy. In this sense, its culture was a traditional banking culture until
the end of the 1970s. However, because of the Chiasso scandal in 1977, the
bank - in collaboration with several peers — developed an early approach to
responsibility: Issue management became a sort of early warning system.
The bank started to have regular and more specific contact with the media
and political actors (Jung 2000: 379), changing its approach to public com-
munication from ‘information to communication or from monologue to
the exchange of thoughts of the bank with its customers, employees and
the public’ (Jung 2000: 382). For example, the bank, within a larger con-
sortium of banking institutions, had regular exchanges with a number of
NGOs on apartheid issues in South Africa (Rogge 1997: 348). A far reaching
consequence of the Chiasso scandal was the development of new forms of
self-regulation by several Swiss banks, referred to as a milestone for the
establishment of business ethics in banking (Jung 2000: 245, 290).

Credit Suisse showed their environmental awareness as early as the 1970s,
establishing a 10-year energy conversation program in 1977 (Credit Suisse
Group 1998b: 14-15) and creating and continuously advancing an envi-
ronmental management system since the early 1990s (Credit Suisse Group
1998a: 2-3). Concrete measures consisted of, for example, reduction in
energy usage, educational measures, creating a position concerned with
environmental issues in 1989 and a working group on the issue in 1991
(Credit Suisse Group 1998b: 14-15). Also in 1990, protection of the environ-
ment was incorporated into the official corporate philosophy and Credit
Suisse was the first Swiss bank to introduce an environmental technology
fund. Even before that, in 1986, an ethical-ecological fund was set up in the
United Kingdom (Credit Suisse Group 1998b: 21-8). In 1992, on the edge of
the new age of global governance, Credit Suisse signed the United Nations
Environment Programme Financial Initiative for Banks, which, according
to the bank, proves its commitment to sustainability and put Credit Suisse
at the forefront of enacting a culture of responsibility.

Deutsche Bank

Deutsche Bank is the rare case in the ten systematic norm-entrepreneurs
where the prevailing corporate culture can only be construed as a culture
of responsibility with difficulty. The prevalent management style was long
described as an ‘among us culture’ (‘Unter-uns-Kultur’) and communication
with external actors as obdurate, defiant, arrogant and ignorant (Schwarz
2003: 29, 40). The bank’s information policy never extended beyond what
was legally required (Biischgen 1995: 656). Until 1970, it was an ‘established
principle in Deutsche Bank to avoid public attention by any means’ (Schwarz
2003: 44). Management on all levels was organized as collectivities so that
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no individual was ever held responsible (Schwarz 2003: 29). Even when the
more open and progressive Herrhausen became CEO, there was little and
slow change in communication policies, he replaced the prior ‘concealment
tactics’ with open acknowledgement of the bank’s power (Schwarz 2003:
48-9; Biischgen 1995: 648).

However, with regard to its internally oriented responsibility, such as
employment policies, Deutsche Bank earned praise for several socially ori-
ented measures in the 1980s: The extension of apprenticeship positions
beyond the necessary amount resulted from ‘social and socio-political
deliberations’ and the bank’s desire to ‘take its socio-political responsibility
seriously’ (Biischgen 1995: 627). Gender equality policies also figured prom-
inently. For example, a campaign on ‘women in leadership positions’ was
launched in 1973 and the number of female executives rose from 3 in 1975
to 39 in 1992 and in 1988 a woman was appointed to the executive board
for the first time. In the extremely conservative German banking business,
this was without precedent (Biischgen 1995: 628).

The bank’s environmental efforts seem to not extend before the late
1980s but it claims to have been the first bank to engage in Debt for Nature
Swaps, writing off outstanding debts or handing them over to, for exam-
ple, the World Wildlife Fund for Nature (Jeucken 2001: 77; Biischgen 1995:
672). In 1992, the bank joined the United Nations Environment Programme
Financial Initiative, further evidence of its changing attitude toward beyond-
profit activities (Deutsche Bank 2002, 2008).

France Telecom

France Telecom represents a special case in the sample, as it was originally a
state-run business and was only privatized in 1988. The Direction Générale
des Téléecommunications was an integral part of the state’s administration,
which, by its very nature, pursues beyond-profit interests. Providing tele-
communication connections was in itself seen as a public good. Hence,
France Telecom was and still is influenced by the history and self-perception
of providing a public service, a notion that also figured prominently in inter-
views with France Telecom representatives. Even though France Telecom’s
culture of responsibility cannot be measured by specific activities exercised,
the culture is still entrenched by the company’s very nature of having been
a public service provider.

Inditex

For Inditex, hardly any documentation of its past activities exists, pre-
sumably due to it being the youngest company of the systematic norm-
entrepreneurs. Founded in 1975 and set up in its current structure in 1985,
its history only briefly predates the watershed after which new and quite
different demands on corporate involvement in beyond-profit activities
arose. Inditex is also the only truly ‘family-run’ corporation in the sample.
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Amancio Ortega Gaona almost single-handedly founded the corporation
and remains the majority shareholder. Since he is known for keeping a very
low public-profile (Kersting 2001; Manager Magazin 2001), it is not surpris-
ing that little to no corporate history data is available. It is not possible to
establish whether it is lack of available information that gives the impression
of a limited traditional engagement in beyond-profit activities or whether
there is an actual lack of a culture of responsibility. However, assuming that
any type of corporate culture, responsible or not, needs a sufficient period
to develop and mature before it can be assumed to determine corporate
behavioral patterns, it can be theorized that Inditex has not yet completed
any habitualization processes.

Rio Tinto

Rio Tinto has always drawn serious criticism, for example for neglect of
trade union rights, abuse of indigenous peoples and environmental deg-
radation, to mention a few (ICEM 1997; Jones et al. 2007). Even if the com-
pany was one of the ‘bad guys’ in environmental or human rights issues,
it also developed a growing awareness and acceptance of these responsibil-
ities early on. Concerning outward directed beyond-profit activities, Rio
Tinto engaged heavily in community support and established social infra-
structure wherever it operated, for example already at the beginning of
the twentieth century in Spain (McIntosh and Thomas 2001 xviii). The
company always claimed to place high importance on empowering local
populations through employment of locals, selling stocks to locals and
encouraging locals to be on the company board (Rio Tinto 1973: Foreword).
One self-portrayal that stems from a time prior to the global governance
debate (with its demands for a new role of business as co-provider of gov-
ernance functions) is especially telling in terms of Rio Tinto’s perception of
its community engagement at the advent of the ‘new age’. It understood its
responsibility toward communities as the support of local industries, agri-
culture, and enterprises (Rio Tinto 1992: 11) and stated that ‘the overriding
principles which run through all the activities are partnership with the
local community and the promotion of self sufficiency’ (Rio Tinto 1992:
11; Duncan 1967: 24).

Rio Tinto’s awareness of political responsibility is demonstrated by its sub-
sidiary operating in Apartheid South Africa, stating already in a publica-
tion of 1987 that Rio Tinto ‘is utterly opposed to Apartheid’ and making all
its payments under the Furopean Economic Committee Code of Conduct.
All salaries were above the general standards (Rio Tinto 1987: 1-2). The
company won the Top Safety Award of the National Occupational Safety
Association in 1986 in South Africa (Rio Tinto 1987). The following quota-
tion is especially indicative of Rio Tinto’s awareness of having to respond to
changing external demands: ‘the philosophy of a rapidly expanding com-
pany presumably must be constantly evolving to meet the changing world



Actor Characteristics 119

scene and, particularly in our case, the changing political conditions and
attitudes of governments’ (Wright 1968).

Shell

Shell got the attention of a critical transnational public in the 1990s, mainly
for its involvement in tragedies, such as the hanging of Ken Saro-Wiwa in
Nigeria, and scandals, like Brent Spar. While acknowledging that severe
company misdeeds were causal in these events, the company must also be
considered as one of the early examples of corporations accepting respon-
sibility beyond profit interests. As one of the most visible early artifacts of
this, in 1976, following a bribery scandal in Italy and accusations of sell-
ing oil to then Rhodesia (Zimbabwe) despite official embargos, the com-
pany drew up a set of principles describing its responsibilities in a variety of
issue areas such as corruption, health, safety, and environment issues. Shell
named four groups to whom it was responsible: shareholders, employees,
customers, and society — with responsibilities to society at the center of the
principles. Each Country Chairman was personally responsible to ensure
respect for the principles and had to report about their implementation on
an annual basis at headquarters. Managers faced ‘serious consequences’ for
violation and persons violating the core principle, the prohibition of cor-
ruption, were fired — which made the company ‘revolutionary’ at the time
(Stadler 2004: 134, see also 147-54).

Sasol

Sasol is a very delicate case of exhibiting a culture of responsibility. South
Africa not only is the company’s home state but Sasol was a state-owned
company already during apartheid and is therefore easily associated with
the policy of apartheid itself. In fact, activists seeking to put pressure on the
government often targeted Sasol (FundingUniverse 2008). Remarkably, even
before the end of the apartheid regime, there were statements like the fol-
lowing from Sasol: ‘Sasol’s ethical responsibility extends beyond its share-
holders and the technological milieu in which it operates. It also has a social
responsibility toward its own people, the communities in which it operates
and the country as a whole’ (Wessels 1990: 142).

Sasol has a record of extensively engaging in larger community affairs.
For example, it built two complete towns, Sasolburg and Secunda, as exten-
sions of its operational facilities. The company’s activities in the adminis-
tration of these towns went far beyond donations to schools or hospitals.
For instance, at Secunda it established a health committee that represented
the first local authority in a town which did not officially exist. Elected
representatives later replaced this authority, thus the management of Sasol
established democratic structures (Wessels 1990: 38-62). Sasol staff were
authorized to execute governance tasks such as provision of order and se-
curity, medical services, and education (Wessels 1990: 64).
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Sasol’s behavior in racial politics is ambiguous. On the one hand, Sasol
built separate towns for white, black, and colored people at Secunda. On the
other hand, ‘blacks were trained on a scale never before equaled in South
Africa’ (Wessels 1990: 38, 64).

In the 1970s, Sasol launched an informal environmental management
system, which was the precursor of modern standards like ISO 14001 (Sasol
1996: 24). Later in the 1980s, the company’s executive board deliberately
lowered extraction rates to enhance mine safety and decrease negative
impacts above ground (Sasol 1996: 29-30). The corporation also engaged in
voluntary environmental impact assessment with local authorities before
building some of its facilities (Sasol 1996: 35). In 1991, Sasol signed its first
official environmental policy and revised it in 1995 (Sasol 1996: 5).

Sasol was a strong promoter of education that was considered crucial for
social and economic development. In 1977, the corporation established its
own primary school and installed comprehensive training programs for
unskilled workers, the scope of which extended much further than the
projects themselves and made an important contribution to the country’s
overall skilled labor market (Wessels 1990).

Tata

Tata has always portrayed itself as more than just a commercial enterprise.
There is strong evidence of a culture of responsibility in many issue areas.
In inward oriented policies, relations with employees are characterized by
a ‘human attitude’ where ‘man is the core of Tata Steel’ (Pandey 1989: 13).
Social services and labor welfare were incorporated in Tata’s activities in the
1930s. JRD Tata, who led the company from 1938 to 1988, was a forerun-
ner but already said of Tata’s founder Jamshedji Nasarwanji Tata ‘the way
he thought about workers nobody in India or abroad thought at that time’
(quoted in Lala 1992: 197). Tata introduced the 8-hour working day in 1911
when other steel companies still had ten or twelve hour working days (Lala
1992: 238). Tata is reported to have had ‘a tradition of providing excellent
welfare measures for employees’ and medical services as well as education in
the corporation’s 26 schools were free for employees until class X’ (Pandey
1989: 264). In 1947, the company created an employees department, the
first of its kind in India (Tata Steel 2007). Its functions extended to social
services and supervision of compliance with the provisions of the Factories
Act and the Mines Act, public relations work, [...] maintenance of contacts
and relations with the workers’ union, supervision of conditions of work
and payment of wages of contractors’ labor (Pandey 1989: 17-18).

Tata’s high regard for social issues beyond its profit activities is best sum-
marized by the following quotation: ‘Probably no other family has ever con-
tributed as much in the way of wise guidance, economic development and
advancing philanthropy, to any country as the Tatas have to India, both
before and since Independence’ (John Canning, quoted in Lala 1992: 307).
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UBS

UBS has a remarkable record of beyond-profit activities that leaves little
doubt of the existence of a culture of responsibility in this company. In
terms of internally oriented policies, gender equality has been high on the
agenda since the 1980s. From 1983 to 1996, the percentage of women in the
company rose from 5.1 percent 12.9 percent, and in 1991 UBS, together with
other banks, worked out a concept to ensure equal opportunities, enhan-
cing the compatibility of family and work life. In the same year, UBS opened
the first day nursery for its employees (Rogge 1997: 310-11).

The bank was regarded as a pioneer in retirement issues as early as 1920.
Its service always went beyond what the law required. The bank offered an
early retirement option, implemented its own casualty insurance before it was
required by law, and has offered voluntary health insurance since 1987 (Rogge
1997: 322-30). The UBS communication policy, originally following Swiss
banks’ general preference for secrecy, began to change during the 1960s to a per-
manent seeking of ‘understanding and sympathy’ for the bank’s cause (Rogge
1997: 327, 346). This change was brought about partly by negative headlines
on money laundering, insider trading, bank confidentiality, Apartheid South
Africa, trafficking and Mafia connections (Rogge 1997: 347-8.). A set of due
diligence procedures for banking was introduced in 1977, the bank becoming
a role model for self-regulation (Rogge 1997: 348). In Apartheid South Africa,
the bank made meetings with diverse interest groups, religious parties and
charitable organizations routine. Concerning environmental responsibility, in
1990 a company concept was developed that comprised ecology in the corpor-
ation, product ecology, personal and education, and communication as the
areas of action. Like Deutsche Bank, the other norm-entrepreneur from the
banking sector, UBS joined the UNEP Finance Initiative in 1992.

4.3.5 Summary

Most of the sample of ten norm-entrepreneurs had a strong tradition of
engaging in beyond-profit activities before they became norm-entrepreneurs.
Significant contributions to society were measured in all three indicative
areas of internal and external engagement: workers’ rights, environmental
protection, and political engagement. Especially concerning the latter, the
extent to which the ten norm-entrepreneurs sought to take on the issue of
apartheid in South Africa is striking. Nevertheless, few of the 10 were com-
prehensively active in all of these areas equally, with Shell and BP being true
exceptions. Instead, as might have been expected, an industry sector bias
was observed: the financial businesses seem to orient engagement toward
their workforce whereas extractive businesses, such as Rio Tinto or Sasol,
primarily foster community affairs. Equally, few of the companies had set
up comprehensive departments dealing with all the aspects of corporate
responsibility. However, most of the norm-entrepreneurs institutionalized
their policies at least to some degree.
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4.3.6 Conclusion

The evidence to support the explanatory power of a culture of responsi-
bility is highly significant. Virtually all of the expert interviewees empha-
sized the importance of culture and tradition in influencing corporate
norm-entrepreneurship. A number of them even explicitly reasoned along
the lines of this research in stating that norm-entrepreneurship represents
a continuation of what their companies had been accustomed to for dec-
ades. Additionally, case studies on the corporate histories revealed that at
least a significant majority has always been engaged to a notable degree
in relevant beyond-profit activities for the benefit of internal and/or exter-
nal stakeholders. There were no conclusive data on Inditex and skepticism
about the few beyond-profit activities of Deutsche Bank. This leaves 8 out of
10 norm-entrepreneurs that had a significant culture of responsibility prior
to engaging in norm-entrepreneurship activities.

It needs to be emphasized again that the conceptualization of a culture
of responsibility by no means supposes that norm-entrepreneurs have al-
ways been do-gooders. It can still be claimed that those who have always
attempted to contribute to the provision of public goods, albeit only to a
limited degree compared to the potentially negative impact of their overall
operations, have developed a cognitive predisposition that made them more
likely to follow similarly scripted role behavior when confronted with path-
ways to norm-entrepreneurship. There might be reason to believe that a
minimum level of a traditional culture of responsibility is a necessary condi-
tion for norm-entrepreneurship. There are, however, considerable difficulties
in defining a threshold for such a minimum, and at least one of the cases in
our sample, Inditex, seems to be lacking any discernable and operational cor-
porate culture. Due to its significantly younger age, Inditex could hardly have
established a reliable culture of responsibility prior to the timeline water-
shed in 1992 anyway. The factor also does not amount to being a sufficient
condition on its own. Without having included them here, it can be safely
assumed that corporations exist that do not qualify as norm-entrepreneurs,
at least not as systematic ones but possess a culture of responsibility.

Notes

1. Also often defined as the company’s value beyond its financial and physical assets
(Epstein 2008: 181).

2. In IR the concept of reputation was first introduced by Jonathan Mercer’s chal-
lenge of classic deterrence theory (Mercer 1996).

3. In 1978, 5 percent of all assets were intangible; in 1998, 72 percent of all assets
were intangible. Currently 75-85 percent of all assets are said to be intangible
(Chareonsuk and Chansa-Ngavej 2008).

4. For example, most of the management literature about corporate reputation is
interested in reputation capital in terms of market value. An excellent overview of
the value of intangible assets is given by Cravens et al. (2003).
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. The comprehensive ‘reputation index’ approach introduced by Cravens et al.

offers important insights into the various components of corporate reputa-
tion capital but refers primarily to organizational culture, which is treated as
a separate explanatory factor in this study (see Section 4.3). It is mingled with
the dependent variable used here by including corporate, social, and environ-
mental policies, for example, by examining whether the implementation of
CSR activities leads to gains in a company’s reputation and legitimacy (Kurucz
et al. 2008: 90-1).

A legal name for a brand is a trademark; when it identifies or represents a firm, it
is called a brand name (Business Dictionary Online 2008, http://www.business-
dictionary.com/definition/brand.html, date accessed 13 March 2009).
According to this ranking, ‘brands’ are subject to five basic conditions: (1) sub-
stantial public available financial information, (2) internationality scope — at
least one-third of revenues from outside the home state, (3) market facing brands
(consumer, not corporate, brands), (4) positive Economic Value Added (EVA),
(5) not purely B2B audience (http://www.interbrand.com/best_global_brands_
methodology.aspx?langid=1000, date accessed 25 November 2008).

Semion Brand-Broker GmbH, a German branding enterprise, rates German
companies. However, the criteria of their list differ somewhat from those of
Interbrand. They are divided into four main categories: financial value, brand
protection, brand strength, and brand image (http://www.branding-kaeuffer.
com/value/value2007.html, date accessed 15 January 2009).

The data for the United Kingdom stem from Superbrand, an organization that
determines brand through the following three criteria: quality (representation
of quality products and services); reliability (trust in consistent performance and
maintenance of product and service standards at all customer touch points); and
distinction (popularity in the brand’s sector, suitable differentiation from its
competitors, and unique personality and values within market place). (http://
www.superbrands.uk.com/, date accessed 15 January 2009).

The Delahaye Index used for the United States represents a quarterly assessment
of how news media coverage affects the corporate reputation of the hundred lar-
gest U.S. companies. The index is calculated in two steps. First, America’s most
prominent national news sources are reviewed for news coverage of the Top 100
U.S. companies. Then, the result for each one represents a ratio between positive
and negative ‘reputation-driving attributes’ in news stories. Like the aforemen-
tioned brand measuring methods, the Delahaye Index also uses five indicators:
stakeholder relations, financial management, products and services, organiza-
tional integrity, and organizational strength (http://www.finanznachrichten.de/
nachrichten-2005-05/4807747-microsoft-tops-delahaye-s-index-of-best-u-s-cor-
porate-reputations-wal-mart-disney-and-verizon-move-higher-as-aig-takes-fall-
004.htm, date accessed 25 November 2008).

To further substantiate this conclusion an analysis of additional countries (by
applying the same methods to a larger sample of random norm-entrepreneurs)
could perhaps provide additional insights.

A separation between the ownership and control of companies became a widely
discussed issue during the twentieth century, especially in the United States
and the United Kingdom, where shareholders have tended to be more passive.
Managers were viewed as having come to occupy controlling positions as the
scale of industry grew. This position has changed to some extent since the 1980s,
as privatization, management buy-outs, restructuring and share incentive plans
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led to greater shares ownership by managers and produced less passive share-
holders.

The corporate governance structure is more complex than it initially appears.
Most private and publicly listed companies have a board of directors that is
responsible for governing the company. The shareholders’ role is to appoint the
directors and the auditors. The responsibilities of the board include setting the
company’s strategic goals, providing leadership to put them into effect, supervis-
ing the management of the business and reporting to the shareholders on their
stewardship. The board’s actions are subject to laws, regulations, and the wishes
of the shareholders (owners) in the general meeting.

Agency costs include the costs of investigating and selecting appropriate agents,
gaining information to set performance standards, monitoring agents, bonding
payments by the agents and residual losses.

According to Barnea and Rubin, insider ownership can have two potential out-
comes: on the one hand, the augmentation of the number of insiders should lead
to bigger CSR engagement; on the other hand, the bigger the insider share is, the
more likely they are to bear the costs of a potential reduction in the firm'’s value
through CSR policies (Barnea and Rubin 2006: 2).

This short-term perspective applies an argument similar to the ‘managerial
opportunism hypothesis’ of Consolandi et al. (2006: 2).

In contrast to the short-term perspective, a long-term perspective applies an
argument similar to the ‘social impact hypothesis’ (see Consolandi et al. 2006:
11-12).

There are different approaches to determining ownership concentration. While
some authors, like (Shleifer and Vishny 1986), consider only the largest block of
shares, Koke (1999) evaluates the three biggest owners of a company regardless of
how much their shares add up to. However, it is widely accepted that 5 percent
of a company'’s shares, which constitutes one of the central legal notification
threshold in most share corporation acts around the world, is a feasible indi-
cator.

The relevance of corporate culture is supported by the contingency theory in
sociology, which claims that a specific situational setting predetermines and
confines the choices of organizations (Preisendorfer 2005: 78-94). This argu-
ment strengthens the case that the specific corporate strategy of norm-entrepre-
neurship may not evolve easily from any type of corporate culture but relies on
specific preexisting settings.

Despite this emphasis on the potential of material rewards for reinforcing
habitualization, it is assumed that there is a constructivist mechanism under-
lying the causal logic of this hypothesis. Nevertheless, the role of corporate
culture in fostering norm-entrepreneurship could be constructed according to
purely rational logics. Sociology’s transaction cost theory, as one of many the-
ories understanding organizations as rational actors, supports this interpret-
ation: Organizational structure is always a function of the transaction problems
(Transaktionsschwierigkeit) faced by the organization (Preisendorfer 2005: 44). If
norm-entrepreneurship is understood as one of a corporation’s possible reactions
to a problem that imposes especially high transaction costs, it can be expected
that this behavioral path can and will only be followed by those actors whose
organizational structures already supply the necessary resources, as a result
of prior attempts to reduce transaction costs in similar areas. Where no such
resources can be relied upon to implement norm-entrepreneurship, transaction
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costs might prove prohibitively high for corporations with no such prior experi-
ence. Therefore, differently equipped corporations may follow different behav-
ioral paths when faced with similar problems.

Gunningham and Rees contend that companies develop a ‘moral capacity’ and
support the importance of socialization processes — reinforced through institu-
tionalization - as a prerequisite for companies becoming responsible. For them,
the decisive question revolves around how ‘normative principles and practices
are built into the operative structure’ and they contend ‘it is a question of insti-
tutionalization’ (Gunningham and Rees 1997: 380-1).
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Institutional Arrangements

5.1 Structural autonomy

International Relations (IR) research on transnational governance arrange-
ments has always accorded an important role to institutional design
(Schéaferhoff et al. 2007: 16). It is usually differentiated along two dimen-
sions: the number and types of actors participating in the arrangement
(actor configuration), and the types of interactions prevalent between the
actors within the arrangement (steering instruments) (Borzel and Risse
2005; Scharpf 2000a). Both factors are assumed to have equal influence
on the decision by actors to participate and on the performance of the
arrangements.

In this Section, these characteristics of governance arrangements are tested
for their appeal to corporations that decide to act as norm-entrepreneurs.
It is assumed that both aspects, the actor configuration and the steering
instrument, are influential in corporate decisions. However, when build-
ing on a rationalist model of interaction, where companies anticipate the
costs and benefits of their decisions in terms of self-interest preservation,
the dimensions of institutional design turn out to be two sides of the same
coin: both describe the degree to which institutions guarantee corporate
behavioral freedom. Departing from assumptions about actor preferences
in actor-centered institutionalism (any actor’s self-interest can be defined
objectively as the strive for self-preservation, autonomy, and growth (Scharpf
2000a: 117; see also Wolf 2000)), it is assumed that corporations will have a
preference for institutions that give them the highest degree of autonomy.
This interest in autonomy preservation involves a substantive and a proced-
ural goal: in terms of substance, corporate self-preservation, autonomy and
growth are all tied to the institution of the market, meaning corporations
view their self-interest as served best through market-enabling and mar-
ket-preserving measures and rules. In procedural terms, corporate interest
in preserving autonomy suggests that they prefer to engage in governance
processes that will not constrain their choices more than necessary.

126
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The substantive and procedural aspects of corporate self-interest are
closely related. Whenever governance arrangements do not restrain cor-
porate autonomy procedurally, the rules made within these arrangements
will most likely serve to establish and maintain markets. Nevertheless, the
procedural interest of corporations in autonomy preservation is of special
importance when analyzing the appeal of institutional design because both
of its dimensions, actor configuration and steering instruments, have the
potential to restrict corporate autonomy.

Actor configurations involving other types of actors, such as public or
civil-society, limit the autonomy of corporations. Presumably, norm setting
by corporations follows different preferences and differs significantly in its
logic, mechanisms, and regulatory approaches from norm setting when per-
formed by other actors. To enact their preferences, corporations wish to play
a prominent or influential role within the institutional setting of an initia-
tive. Therefore, when the primary impetus within an initiative comes from
states or civil society, corporations will have little incentive to participate,
remaining in their classic role of norm addressees because they anticipate
that their interests and methods of norm design are unlikely to find sup-
port. They prefer to engage unilaterally or in purely corporate initiatives.
Although a strong state role within an initiative might be useful for enhan-
cing compliance, exactly this fear of coercion may prevent corporations
from taking part in the first place.

A similar logic can be assumed in the appeal of the steering instrument
to corporations: Steering mechanisms traditionally understood as ‘strong’
or most effective in constraining behavior, such as sanctions, significantly
reduce the autonomy of corporations within a self-regulatory arrangement.
Norm-entrepreneurship becomes more likely within ‘softer’ and more
autonomy protecting steering mechanisms. Again, a shadow of hierarchy
involving the threat of coercion or ‘informal’ coercion by monitoring and
shaming mechanisms might be effective in ensuring compliance but might
not attract norm-entrepreneurship. These considerations led to the follow-
ing hypothesis:

Hypothesis 7 (H7): The more a self-regulatory initiative preserves the auton-
omy of participating companies, the more appealing it will be for compan-
ies to engage in norm-entrepreneurship.

The test of this hypothesis proceeds as follows: first, structural autonomy
is operationalized as a causal factor by distinguishing between its compo-
nents, actor configuration, and steering instruments. The literature on each
is then reviewed to identify possible causal mechanisms. Finally, corporate
engagement in self-regulatory arrangements that have varying degrees of
corporate autonomy is analyzed empirically to find evidence of the signifi-
cance of the two indicators.
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5.1.1 Measuring structural autonomy
The configuration of actors

The configuration of actors within a governance arrangement can describe
the relative importance of the roles played by actors within self-regulatory
initiatives. It is a two-dimensional concept that includes the ‘scope’ and
‘quality’ (Dingwerth 2007) of participation. As Koenig-Archibugi notes,
research on global governance arrangements has focused on two questions:
why international institutions differ in the degree of their inclusiveness and
in the relative power accorded to their members in agenda setting, decision
making and factual influence (Koenig-Archibugi 2006: 11). The conceptu-
alization firstly captures which types of actors participate within the given
framework and differentiates between internationally embedded initiatives
which include, as a minimum, business and state actors but that might also
involve civil society, private-private initiatives in which business and civil
society collaborate without state participation, and purely private initiatives
consisting exclusively of business actors. The mere enumeration of partici-
pants alone does not provide much information about the relative weight of
each type of actor: it is necessary to identify the respective lead actor in each
initiative. The lead actor is an actor whose approval is required for all deci-
sions and who therefore possesses a kind of veto power. Accordingly, three
types of veto players generate three types of initiatives: state-led, NGO-led,
and business-led.

The analysis of actor configurations in governance arrangements and
policy networks is a well covered topic in transnational governance re-
search. However, the focus is usually on their influence on policy outcomes
(Borzel and Risse 2005) or on the normative evaluation of patterns of par-
ticipation (Benner et al. 2004), not on their influence on actors’ decisions
to participate. This question has only been addressed in research on public-
private partnerships (PPPs), as one specific type of arrangement.! Access to
public tender, reputational gains, and knowledge are positioned as the most
important incentives for corporations to engage in PPPs. Autonomy preser-
vation is added in this analysis, as another incentive especially important
in norm-entrepreneurship initiatives. It is assumed that corporations will
only collaborate in norm-entrepreneurship with other types of actors when
they are not able to establish or preserve markets on their own — which sig-
nifies the substantive dimension of their self-interest in autonomy preser-
vation.? Corporations engage in self-regulation - instead of seeking public
regulation — whenever effective self-regulation is possible without the state’s
enforcement power — whether because of an oligopolistic market structure
that makes free-riding difficult and monitoring easy or strongly organ-
ized business associations that are able to solve collective action problems
(Honke et al. 2008: 17-8; Ronit and Schneider 1999: 245-6). To further sup-
port the expectation that corporations generally prefer to act independently
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at the international level, it could be argued that states cannot make use of
their domestic enforcement powers to enforce international rules on foreign
corporations.

The steering instrument

Steering instruments vary in the degree and type of obligation, whether
legal, cost/benefit or persuasive (Conzelmann and Wolf 2007a, 2007b;
Risse 2004). To achieve norm compliance, they may rely on sanctions and
hierarchical relationships between the participating actors (Brunsson and
Jacobsson 2000; Jacobsson and Sahlin-Andersson 2006) or on vertical rela-
tionships and monitoring and evaluating instruments (Power 1997). Even
though, in practice, they are often combined and occur in hybrid forms, the
following three ideal types are used in the empirical analysis:

1. Coercion influences corporate behavior predominantly through pseudo-
legal sanctions to ensure compliance. Self-regulatory initiatives employ-
ing coercive steering measures typically comprise public actors that have
coercive power at their disposal. Coercive steering corresponds to the
potential of legal regulation and the ‘shadow of hierarchy’ exercised by
state actors. According to the main assumption, companies that seek to
maintain their behavioral autonomy do not engage in initiatives that rely
on coercive steering in any extensive way, that is, on the shadow of legal
regulation. Corporate norm-entrepreneurship in self-regulatory initiatives
that have coercive steering instruments should not be observed, except in
times of economic crises when corporations might sacrifice their proced-
ural interest for their substantive one to preserve their autonomy.

2. As a comparatively soft mode, interest based cost-benefit steering relies on
market mechanisms and assures compliance through monitoring and
performance reviews. Costs can either be material (financial losses) or
reputational (public naming and shaming). The benefits are competitive
advantages deriving from high ratings and rankings and a good reputa-
tion. Companies may benefit from the certification or reporting prac-
tices of cost-benefit steering by attracting new investors or by gaining a
better position in the market for socially responsible investment (SRI).
Companies that prefer initiatives that preserve their behavioral autonomy
are also more likely to engage as norm-entrepreneurs in initiatives based
on cost-benefit steering than on coercive measures.

3. The steering instrument of information is based on the mechanism of
learning and predominantly corresponds to information asymmetries
and knowledge gaps in the company environment. Even more than the
instrument of cost-benefit, it represents a soft mode of steering, influ-
encing company behavior without imposing hard sanctions for non-
compliance. The idea that steering by information influences corporate
behavioral change rests upon the rationale that companies are interested
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in information about their environments to reduce uncertainties they
face in their daily business activities. Self-regulatory initiatives that focus
on steering by information typically include institutional settings such
as learning forums or policy dialogues where companies can cooperate
and mutually share their expertise and best practice. Another argument,
which refers to constructivist thought, is that companies may persuade
one another of the appropriateness of certain norms and policies in open
discursive dialogues. Because learning activities imply a lack of interfer-
ence and behavioral autonomy, companies see no additional costs in par-
ticipating in initiatives that focus on steering by information. Instead,
they anticipate benefits such as building capacities and reputation.

5.1.2 Analyzing the role of structural autonomy

Operating under the assumption that there is a general strategic inter-
est in maintaining and increasing behavioral autonomy, corporate norm-
entrepreneurship is expected primarily in institutional arrangements that
do not constrain this autonomy, that is, within purely private initiatives
that focus on cost-benefit or information-based modes of governance.
To test this hypothesis, evidence was sought of the two indicators in the
self-regulatory initiatives in which the selected norm-entrepreneurs are
engaged. If the hypothesis is correct, the norm-entrepreneurs should be
found predominately in initiatives that preserve the autonomy of corpo-
rations because of their institutional designs. It is a common methodo-
logical difficulty that the subjective nature of actor preferences cannot
be equated with ‘revealed preferences’ (Scharpf 2000a). To make sure that
their observed participation actually reflects the actors’ preferred choices,
interview data will be used. Secondly, statements by corporate and initia-
tive representatives are examined to find out whether autonomy preserva-
tion is as important to corporate institutional preferences as assumed.

The role of actor configurations

Although purely business-led initiatives, such as the Wolfsberg Principles or
the Business Social Compliance Initiative (BSCI), are found in the sample used
to identify systematic norm-entrepreneurs, we also find norm-entrepreneurs
in initiatives with a mixed actor configuration. In these, norm-entrepreneurs
are neither the only nor the lead type. Is autonomy preservation of consider-
ably less importance to corporations than expected?

The mere fact that nonbusiness-led initiatives in which corporations
engage as norm-entrepreneurs exist does not prove that corporations have
no preference for business-led initiatives. The reasons why such initiatives
exist are likely to be multicausal and influenced by more than just corpor-
ate preferences. Even among corporations there may be conflicting prefer-
ences: They might prefer business-led initiatives for reasons of autonomy
preservation and multistakeholder initiatives might appeal to them for
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reasons of legitimacy perception (Section 5.3). Nevertheless, there is evi-
dence in the secondary data that supports the theoretical argument to a
degree. Initiatives conceptualized by business actors alone, or at least led
by them from the beginning, rarely evolve into multistakeholder undertak-
ings — whereas initiatives not led by business often become more inclusive
over time. A case in point is the Wolfsberg Group: even though its initial
steps were undertaken in close collaboration with academic and civil soci-
ety actors, business took the lead and the initiative, over time, stepped back
from the multistakeholder approach and evolved its purely private character
(Pieth 2006: 10).

Corporations are active within initiatives that have actor configurations
they would not have chosen if they had other options. Interviews with
company and initiative representatives suggest that there is a strong prefer-
ence for institutions that give them independence from the influence of
other actors. For example, one representative from a purely private initia-
tive stressed that corporations, as the addressees of the initiative’s norms,
should be free to decide within the initiative, without interference from
politics: ‘We have intentionally tried to keep politics out of this process. To
put it differently: in the end it is the corporations that have to implement
these norms in their supply chains and they should decide how it should be
done’ (113, 28 July 2006). Several business representatives pointed out that
involvement of other actors might limit opportunities for corporate norm-
entrepreneurship and considered their involvement in initiatives such as
Global Reporting Initiative (GRI) or the Business Principles for Countering
Bribery (BPCB), which are clearly led by civil society actors, as having minor
importance. The following corporate statement is a case in point: ‘As con-
cerns the GRI, we, just like other corporations, have only given some feed-
back. [...] The same goes for the BPCB. [...] There was nothing that could be
qualified as regular dialogue. That can hardly be compared to our engage-
ment with the GC, not to mention the Wolfsberg Group, where we devel-
oped the whole thing by ourselves’ (C3, 12 September 2007).

Another argument frequently put forward by interviewees was that
cooperation among corporate peers who used to perceive each other exclu-
sively as competitors is a value in itself: ‘[These standards] were developed
by peers. This is very important that the competitors participated in the
creation of the principles. [...] This actor configuration was optimal’ (12, 27
March 2006). Another interviewee appreciated ‘that corporations the size of
ours took the initiative to cross what we would normally see as competitive
boundaries and consult with each other and try to come up with standards
or what we would refer to as norms’ (I9, 23 May 2006). Such statements
prove that initiatives with exclusive cooperation between corporations are
seen as fulfilling important functions that are less likely to be achieved
in the presence of other actors. Corporate representatives also emphasized
their uniqueness as experts on relevant subjects and their ability to develop
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adequate and realistic standards superior to the usually imprecise ones set
by the public sector: ‘Very often what we need is to convey these topics to
non-experts. [...] And when I approach them with the OECD guidelines or
the UN Charter, they just run off’ (C3, 12 September 2007). The following
statement demonstrates the fundamental doubt whether intergovernmental
processes can achieve genuine collaboration: ‘There was very little inter-
action with the private sector about what they desire the private institutions
to do. [...] So it was desire for information rather than a common collabor-
ation which perhaps may have yielded different results’ (19, 23 May 2006).

Apart from all these statements supporting the autonomy assumption,
it was also suggested that multistakeholder processes are essential in a cor-
poration’s decision to get involved in norm-setting activities: ‘The coalition
approach, the multistakeholder approach, bringing in NGOs and trade
unions and businesses all the time, at every point makes it possible to prod-
uce a more mature program, more sensible approaches, and is more likely
to be successful’ (I3, 27 March 2006). The importance of creating a com-
mon understanding of a problem through involving all relevant actors
was underlined: ‘There is a bias towards multiparty structures, particularly
since in our industry not everybody has a common understanding on these
issues. So if we were to do it on an industry level, we probably would have
not got very far’ (C6, 20 November 2007).

It is difficult to draw clear conclusions about the relevance of auton-
omy preservation to corporate norm-entrepreneurship decisions from
such a diversity of statements on the preferred configurations of actors.
Nevertheless, the fact that initiatives exclusively or at least significantly led
by corporations rarely become more inclusive over time — as is the case with
other types of initiatives — suggests a preference for governance arrange-
ments that allow for autonomous rule making.

The role of the steering instrument

None of the six selected self-regulatory initiatives in which the 10 system-
atic norm-entrepreneurs participated constrains the behavioral autonomy
of the participating corporations by coercive measures. As shown in Table 5.1,
they all predominantly rely on soft modes of governance based either on
information or cost-benefit as steering instruments. Three out of six focus
on steering by information: the Wolfsberg Group, the Global Compact and
BPCB, the other three focus on cost-benefit steering: the GRI, SA 8000, and
the BSCIL.

Some interviewees stressed the importance of ongoing policy dialogues in
the Global Compact, ‘because you can come back and tell your colleagues
what other groups are doing and report their views’ (C7, 21 November
2007).2 However, the ‘softness’ of the Global Compact’s governance mode
was questioned: ‘If you say the Global Compact (GC) has neither formal
monitoring [...] nor sanction mechanisms in the case of non-compliance,
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Table 5.1 Steering instruments and norm-entrepreneurship

Steering instrument Self-regulatory Distribution of systematic

initiative norm-entrepreneurs
Cost-benefit GRI 10

SA 8000 2

BSCI 1
Information Wolfsberg Group 3

Global Compact 10

BPCP 6

there are still [...] informal sanction mechanisms: If we are committed to
the GC, and effectively non-compliance behavior [is demonstrated], this is a
contradiction. If this becomes public, our reputation is affected, thus we are
sanctioned by the public. For us, this poses a great risk. For smaller and less
known corporations this, certainly, implies less of a risk’ (C2, 11 September
2007). These informal or public sanctions are still far less tough steering
instruments than coercion.

All banks in the sample — Credit Suisse, Deutsche Bank, and UBS - engage
in the Wolfsberg group, an example of a self-regulatory initiative solely rely-
ing on steering by information and having the main intention of providing
guidance and best practice on how to design banking operations. The ini-
tiative does not strive to monitor or enforce the standards nor are there any
other formal mechanisms to ensure compliance and implementation. Each
of the guidance documents issued or revised by the group has undergone
an extensive process of consultation. One company representative described
the autonomy preserving ‘beauty of this approach, [...] that it’s still down to
the individual company to decide how they handle this’ (I9, 23 May 2006).

Somewhat surprisingly, cost-benefit is not less popular as a steering instru-
ment than the even softer information. All systematic norm-entrepreneurs
participate in the GRI, an illustrative example of an initiative focusing on
cost-benefit steering. This finding may be indicative of a more general trend
toward reporting (C7, 21 November 2007) but — more importantly here — it
also stresses corporate preference for market affiliated cost-benefit steering:
‘In the end, the market is the driving force. The GRI is a very market driven
institution. Finally, in everything we do we want the markets [to] react and
to establish it as mainstream. And of course, we listen to what the markets
say. We listen very little to politics’ (111, 30 May 2006).

None of the initiatives where the systematic norm-entrepreneurs are
active rely on coercive elements to any extensive degree. This is in accord-
ance with the findings from the qualitative interviews on cost-benefit and
information steering, which are generally preferred by companies, and sup-
ports the preliminary assumption that corporate norm-entrepreneurs are
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more likely to engage in initiatives that preserve their behavioral autonomy
by using softer modes of steering. However, the question remains of whether
initiatives that include coercive steering instruments generally inhibit cor-
porate norm-entrepreneurship. The qualitative data gained from the inter-
views give a mixed picture about the compatibility of coercive steering and
corporate norm-entrepreneurship.

To find out whether coercive elements in self-regulatory initiatives are
incompatible with norm-entrepreneurship, it is interesting to look for an
initiative that expanded or changed its mode of steering over time by intro-
ducing coercive elements. In such a case, companies could resign from the
initiative, accept the changes without actively protesting against them,
or actively lobby for and support the introduction of coercive elements.
According to the hypothesis, companies would be expected to resign from
an initiative after these institutional changes were introduced and there
would be an overall decline in levels of corporate norm-entrepreneurship
within the initiative, perhaps accepting changes but not supporting the
introduction of coercive elements.

The UN Global Compact is probably the most well known example of self-
regulatory initiatives (Kell and Levin 2003; Schorlemer 2003; Rieth 2004). It
has gradually introduced coercive steering elements. As an originally ‘non-
coercive approach toward corporate responsibility’ (Thérien and Pouliot
2006), the Global Compact was intended to be neither a regulatory instru-
ment nor a code of conduct, but a value-based platform designed to promote
institutional learning. Companies were welcome to participate in a number
of available engagement mechanisms, but not required to (Kell 2003). The
Global Compact was not originally designed, mandated ,or equipped to
monitor or measure participant performance or norm compliance.

In 2005, the former UN Secretary-General, Kofi Annan, on the recom-
mendation of the Global Compact Advisory Council, introduced formal
procedures (Integrity Measures) that marked a move toward more coercive
steering elements. Companies were required to communicate annually to
their stakeholders on progress made in implementing the ten principles.
Companies failing to issue this Communication on Progress (CoP) are listed
as moncommunicating’ upon missing the first annual deadline, then as
‘inactive’ when they miss the second consecutive annual deadline, then
delisted. The delisting policy was first implemented in January 2008, when
394 companies were removed from the list of participants.*

Despite the comprehensive review of the governance system of the Global
Compact and the large number of companies that were removed from the
participant list, the overall number of participants continues to rise. During
the first half of 2008, 701 new companies joined the Global Compact,
increasing the total number of business participants to 4619, and the total
number of all participants — companies plus nonbusiness stakeholders - to
5982.% Of the 71 sporadic norm-entrepreneurs examined here, 39 are active
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as norm-entrepreneurs within the Global Compact. Despite coercive steer-
ing elements being introduced, none of these companies left the initiative
after 2005.% One sporadic norm-entrepreneur, Banco Santander, one of the
world’s leading banks, even signed up to the Global Compact after the estab-
lishment of the Integrity Measures. An even stronger indicator of the least
expected scenario is that companies actively participated in establishing the
Integrity Measures. This includes the 10 systematic norm-entrepreneurs,
which all continued their engagement, if not actively supporting the change
after 2005. While companies are more likely to engage in initiatives that
focus on noncoercive steering measures, the case of the Global Compact
illustrates that coercive elements do not necessarily inhibit corporate norm-
entrepreneurship.

5.1.3 Conclusions

The empirical findings on both aspects of structural autonomy indicate that
corporate norm-entrepreneurship is more likely to occur in self-regulatory
initiatives that preserve corporate autonomy. Autonomy is not severely
restricted in any of the initiatives in the sample. Corporate and initiative
representatives generally acknowledged the importance of room for autono-
mous corporate engagement in initiatives. These general observations still
hold true when disaggregating the findings for each of the indicators —
although with some necessary qualifications. While none of the initiatives
in the sample employ fully coercive steering instruments (strongly support-
ing the hypothesis), corporate norm-entrepreneurship goes hand in hand
with a variety of actor configurations — a finding that seems to reduce the
significance of this variable. However, the interviews showed that corporate
representatives view their activities within purely private sector initiatives as
a higher quality of norm-entrepreneurship than their activities within the
two private-private and NGO-led initiatives of the sample. This again sup-
ports the assumption that norm-entrepreneurship needs a certain amount
of room for autonomous corporate behavior — implying that governance
arrangements that provide this room are more appealing to potential norm-
entrepreneurs. Corporations also seem to view their autonomy as being more
restricted by the involvement of civil society than by public sector actors.

Actor centered institutionalism might provide a clue as to why corpora-
tions still engage in initiatives involving public actors despite their pref-
erence for autonomy preservation. Conflicting preferences can arise when
actor preferences have multiple components, such as self-interest, norma-
tive expectations, and identity (Scharpf 2000a: 117-18). While they may
prefer purely private self-regulation for reasons of self-interest in autonomy,
they might seek public-private forms of co-regulation because of normative
expectations (Section 5.3).

Autonomy preservation and the corresponding institutional design pro-
vide neither a necessary nor a sufficient explanation: in fact, none of the
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causal factors of self-regulatory initiatives can. All 10 systematic norm-
entrepreneurs also engage in initiatives whose characteristics run contrary
to assumptions. Within each of the initiatives that fulfill the criteria of
autonomy preservation, there are corporations who are only norm-consumers.
In addition, the case study on the Global Compact shows that corporations
actually tolerate higher levels of coercive mechanisms than the hypothesis
suggests. Some systematic norm-entrepreneurs even contributed to their
introduction.

5.2 Flexibility

Institutional flexibility is a descriptive term that characterizes the features of
international organizations and regimes that enable them to cope with new
challenges more effectively. In particular, itis a key dynamic in European inte-
gration (Warleigh 2002). Other examples of flexible or ‘dynamic’ (Gehring
1994) institutions are the World Trade Organization’s (WTO) Special and
Different Treatment (SDT) and the Clean Development Mechanisms and
Joint Implementation within the Kyoto Protocol. In this study, flexibil-
ity characterizes a design pattern in collective transnational governance
arrangements: the existence or absence of institutional structures and proce-
dures that allow for change. Flexible design patterns are continually reshaped
in the repeated interplay between participating actors. The assumption here
is that collective norm-entrepreneurship may be more attractive to corpora-
tions if the envisaged or already existing institutional design of a collective
self-regulatory arrangement fulfills certain requirements for flexibility.

To conceptualize the flexibility of self-regulatory initiatives as a ‘pull fac-
tor’ for engagement, a concept from sociology and IR research is employed.
This concept of flexibility distinguishes the extent to which institutions
have static or flexible structures and procedures. Rather than examining
the impact of such differences on the effectiveness of institutions, the inter-
est lies in the attractiveness of the differences to potential corporate norm-
entrepreneurs. As a design pattern of self-regulatory initiatives, flexibility
is assumed to exert an influence on actors’ decisions to participate. The
underlying causal mechanism refers to a rationalist model of interaction:
the flexibility of self-regulatory initiatives is a factor in the cost-benefit
analysis that influences the decision to engage as a norm-entrepreneur.
However, the effects attributed to flexibility are controversial. On the one
hand, flexibility can decrease the costs of external complexity by creating
common rules of behavior for all participating actors. On the other hand,
highly flexible institutions can increase the costs of cooperation by requir-
ing permanent behavior change. The middle ground position assumes that
companies engage in institutions that have moderate flexibility, seeking to
reduce regulatory complexity by participating in flexible institutions only
when the costs of behavioral adjustment do not outweigh the benefits.



Institutional Arrangements 137

Hypothesis 8 (H8): The more a self-regulatory initiative consists of mod-
erately flexible institutions, the more corporations are likely to engage as
norm-entrepreneurs.

In the following, the causal mechanisms underlying Hypothesis 8 are
described. Three self-regulatory initiative types are used as indicators to
measure degrees of flexibility: technical, procedural, and meta flexible. In
the empirical test on the causal link between corporate norm-entrepreneur-
ship and the flexibility of transnational governance arrangements, engage-
ment by the 10 systematic norm-entrepreneurs is related to the degree of
flexibility in the six self-regulatory initiatives, introduced in Chapter 2.

5.2.1 Underlying causal mechanisms

Looking for reasons why and how the flexibility of institutional arrange-
ments influences corporate norm-entrepreneurship, useful links can be
drawn to research in which, as an equivalent to institutional structures ena-
bling behavioral change, flexibility constitutes part of the design pattern
of political institutions. The latter are commonly understood as ‘systems of
rule in which goals are pursued through the exercise of control’ (Rosenau
1997: 145). These institutions indirectly affect the incentives for action and
ideally help to solve collective action problems. In rational choice theory,
institutions therefore serve as settings of ‘strategic interactions among indi-
viduals who calculate the costs and benefits of an action and then make the
choice that maximizes their goals’ (Levi 1987: 685; Hall and Taylor 1996:
10-13). According to Levi, participating actors create and maintain institu-
tions through their choices (Levi 1987: 687). Thus, the flexibility of political
institutions is a contextual factor, framing strategic interactions and affect-
ing actors’ behavior, primarily providing greater or lesser degrees of cer-
tainty about the present and future behavior of others.

There are two contradictory views about which kind of institutions are
more attractive for actors; flexible or static. In the literature on the per-
formance of economic institutions, North refers to the persistence of
stable institutions as an incentive structure that encourages individual
effort and investment in physical and human capital and in new technol-
ogy (North 1990). Similarly, the stability of institutions has emerged as a
dominant factor in various conceptual approaches that explicitly assume
political institutions to impact on actors’ behavior (Pierson 2004; Thelen
2004). As sociological institutionalism stresses, static institutions provide
institutional stability and are more attractive to actors in their efforts to
overcome external uncertainty and constraint. This leads to the creation
of homogeneous institutional structures, also referred to as ‘institutional
isomorphism’” (DiMaggio and Powell 1983). The idea of actors preferring
static institutions relates back to a rational choice model of interaction sug-
gesting that actors strive for the benefits from preventing the uncertainty
that surrounds political institutions. Stability represents a viable part of the
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operational capability of a given institution and guarantees reciprocal cred-
ibility on the part of participating actors. In this understanding, flexible
structures and procedures raise security concerns of actors and may threaten
an institution’s credibility® (Labitzke 2008: 38-9). Applying these considera-
tions to this study, companies hesitate to change institutional rules because,
although reform might allow them to realize an immediate gain in the
issue — at hand, there is great uncertainty about the potential impact of new
rules and decisions not yet foreseen (Shepsle 1986).

However, a different body of literature regards static institutions as inad-
equate because they generally restrict an actor’s behavioral autonomy.
Relating this approach to institutional incentives for corporations to act
as norm-entrepreneurs, Mark-Ungericht and Weiskopf argue that static
institutions constrain corporate actors to a clear definition of where their
responsibility begins and ends (Mark-Ungericht and Weiskopf 2007: 293).
Companies might therefore be interested in flexible institutions that offer
an enabling setting for corporate adjustments to complex external circum-
stances. A flexible institution can provide relevant information about the
actions that others are likely to take in response to or simultaneously with
the actor’s own action.” Moreover, they affect individual action by alter-
ing an actor’s expectations, offering institutional structures and procedures
that enhance an actor’s ability to adapt to new situations (Koremenos et al.
2001: 773). Relating these considerations to corporate norm-entrepreneur-
ship, the voluntary and innovative nature of some self-regulatory initia-
tives may facilitate corporate engagement (International Organization of
Employees 2003: 5-6). Therefore, corporations may favor flexible over static
institutions as the flexible institution can provide opportunities to develop
and freely select more compatible and appropriate measures.

In summary, there are two contradictory views in the literature. The mid-
dle ground is taken in this study: it is assumed that moderately flexible initi-
atives are most attractive to corporations performing cost-benefit analyses to
determine engagement. Moderately flexible institutions allow companies to
pursue their own interests directly whilst engaging in collective processes of
norm setting and norm development (Warleigh 2002: 33) and without bear-
ing the costs of permanent behavior change. Accordingly, we expect that
corporate norm-entrepreneurs tend to avoid inflexible and highly flexible
institutions: inflexible institutions inhibit adjustment to external demands
and highly flexible institutions impose costs because they demand perman-
ent behavior change.

5.2.2 Measuring flexibility

Self-regulatory initiatives can be highly flexible, moderately flexible,
and inflexible. Flexibility matters at the meta, procedural, and technical
levels of a self-regulatory initiative. The levels are used here to measure
flexibility.!°
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Technical flexibility facilitates the alteration (creation, development, aban-
donment) of technical standards. Its material output follows practical
requirements associated with problem solving. It is the most common type
of flexibility.

Procedural flexibility reflects the structural aspects of governance and con-
cerns institutional output, such as the creation of rights and obligations
that help to calculate the behavior of other actors. In this study, procedural
flexibility indicates changes in the institutional practices and procedures
that occur while the institutional framework of a self-regulatory initiative
evolves over time.

Meta flexibility refers to changes in the universal principles and norms that
govern the governors. They are usually moral in nature and aim to respond
to an existing normative gap through normative output. In this analysis,
meta flexibility indicates changes in the fundamental aims and principles
of a self-regulatory initiative. These changes typically comprise the cre-
ation, development, and alteration of constitutional norms, for example,
the addition of the tenth principle to the Global Compact. There are not a
large number of self-regulatory initiatives featuring meta flexibility, due to
their focus on problem fields, such frameworks usually remain robust. Self-
regulatory initiatives are classified according to their flexibility as follows:
Initiatives with only technical flexibility (if they have any at all) have a ‘low
flexibility’; initiatives that include technical and procedural flexibility are
regarded as ‘moderately flexible’; and initiatives with technical, procedural,
and meta flexibility qualify as ‘highly flexible’.

One example of an initiative with low flexibility is the European Eco-
Management and Audit Scheme (EMAS). EMAS does not have institutional
structures or formal procedures that allow for direct corporate engagement
in norm-related processes, even though EMAS includes complex, institu-
tionalized rules and procedures to ensure the norm compliance of par-
ticipating corporations.!! As an extremely static initiative, EMAS does not
provide much opportunity for companies to be involved in norm setting
and development processes. In contrast, the Global Reporting Initiative
(GRI) is an example of a highly flexible initiative with technical, procedural,
and meta flexibility. Established in 1999 to create a globally accepted frame-
work for corporate sustainability reporting (Kolk 2003; 2004), it includes
highly flexible structures. All GRI norms involve an ongoing, formal, and
highly institutionalized review procedure (Global Reporting Initiative
2002). The development of the GRI reporting guidelines takes place in a
three-phase review cycle during which GRI participants can submit their
input if desired (Gee and Slater 2005). During a 90-day Public Comment
Period (phase 1), companies comment on a draft document of the report-
ing guidelines. Comments received in this period are reviewed by the GRI
Technical Advisory Committee and find their way into a new pilot version
of the reporting guidelines (phase 2). Companies are able to use and test the
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pilot version of the reporting guidelines as the basis for their sustainabil-
ity reporting practices for one year. After the pilot version is available, the
GRI establishes a Structured Feedback Process (SFP) (phase 3). In this phase,
companies contribute reports on their individual experience with the pilot.
Based on the results from the SFP, the Technical Advisory Committee, the
Board of Directors, and the Stakeholder Council release a new version of
the reporting guidelines that then enters into a new institutional review
cycle. Moreover, the GRI offers several institutional settings, such as work-
ing groups or sector supplements, to develop indicators for industry sectors
in permanent norm development processes. All these manifold structures
and procedures qualify this initiative as highly flexible. However, the GRI
is not attractive to all companies wanting to engage in norm setting and
norm development processes because of the high costs of permanent behav-
ior change.

According to the hypothesis here, moderately flexible initiatives, where the
benefits of behavioral adjustment outweigh the costs, are the most attractive
ones to companies who want to engage in norm setting and norm develop-
ment processes. An example of an initiative with technical and procedural
flexibility is the Extractive Industries Transparency Initiative (EITI)!?, estab-
lished in 2002, which aims to improve transparency and accountability in
the extractive sector. The EITI Business Guide outlines how companies can
support the implementation of the initiative at the national level by, for
instance, taking part in a multistakeholder process. With the establishment
of the EITI Board in 2006, the initiative responded to growing needs for stra-
tegic direction, credibility, outreach, and advocacy.

5.2.3 Empirical analysis of the role of flexibility

In measuring the role of institutional flexibility as a ‘pull factor’ attract-
ing collective corporate norm-entrepreneurship, quantitative data from
company publications, secondary sources on self-regulatory initiatives, and
qualitative data from expert interviews were used to relate the engagement
of the 10 systematic norm-entrepreneurs in the six initiatives introduced in
Chapter 2 with the degree of flexibility within these governance arrange-
ments. For Hypothesis 8 to hold true, all of the initiatives in which the sys-
tematic norm-entrepreneurs engage have to qualify as moderately flexible.
Table 5.2 applies the flexibility indicators to the six initiatives.

This overview indicates that all initiatives include at least technical and
procedural flexibility. Comparative analysis of the six self-regulatory ini-
tiatives shows that no initiative offers only technical flexibility, support-
ing the assumption that static initiatives do not facilitate engagement in
corporate norm-entrepreneurship. This conclusion is further confirmed by
expert statements, such as one interviewee’s praise of a self-regulatory ini-
tiative whose ‘principles are not carved in stone forever’ (17, 15 May 2006).
Similarly, one representative explained his company’s support for a certain
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collective norm-entrepreneurship framework ‘because it is not a static pro-
cess. It is an evolutionary process and it evolves as is required by the evolu-
tion of the industry and the evolution of the regulatory environment’ (C10,
23 May 2006). ‘The risk of an initiative being too inflexible and therefore
to lose relevance over time’ was also measured against the opposite prob-
lem ‘that certain initiatives develop too fast for certain companies’ (C2, 11
September 2007).

Such statements confirm the middle ground assumption that moderate
flexibility is the most attractive initiative architecture to companies wanting
to engage in corporate norm-entrepreneurship. Three initiatives — the Global
Reporting Initiative, the Global Compact and the Wolfsberg Group - have
technical, procedural, and meta flexibility and therefore qualify as highly
flexible. Nevertheless, they have attracted corporate norm-entrepreneurship.
Does this contradict the assumption that highly flexible institutions con-
strain corporate norm-entrepreneurship? A company representative high-
lighted while discussing the Global Reporting Initiative that highly flexible
institutions do not necessarily constrain corporate norm-entrepreneurship:
‘We see the changes in the guidelines themselves as a positive approach and
one that we embrace. It is definitively not a burden on us. We are actively
involved in the whole process of reviewing the guidelines and I would not
say negotiating but interacting with the Global Reporting Initiative in terms
of how we see how the next generation should be’ (C5, 8 November 2007).

The sample was then broadened beyond the six initiatives referred to so
far to find where the 10 systematic norm-entrepreneurs engage in other
collective processes of norm setting and norm development. If institutional
arrangements with low flexibility do not attract companies, the systematic
norm-entrepreneurs should not be engaging in such initiatives. As shown in
Table 5.3, the 10 companies additionally engage in the Voluntary Principles
on Security and Human Rights,'® the Equator Principles,'* the Partnering
Against Corruption Initiative,'’ Extractive Industries Transparency Initiative,
and the European Telecommunications Network Operators’ Association.!®

5.2.4 Conclusions

All of these additional initiatives that corporations have engaged in as norm-
entrepreneurs (Credit Suisse in the Equator Principles; France Telecom in the
European Telecommunications Network Operators Association; BP and Shell
in Extractive Industries Transparency Initiative; Shell, BP and Rio Tinto in
the Voluntary Principles on Security and Human Rights; and Rio Tinto and
Shell in the Partnering Against Corruption Initiative) are moderately flex-
ible. To find the systematic norm-entrepreneurs in these initiatives further
confirms the importance of existing flexibility. Despite the great diversity
of institutional architectures in transnational governance arrangements,
systematic norm-entrepreneurs are predominantly engaged in initiatives
that comprise at least technical and procedural flexibility and therefore



Table 5.2 The flexibility of the six selected initiatives

Initiative = Meta flexibility Procedural flexibility Technical flexibility
Global 10th Principle Integrity Measures (2005); new governance ‘How To’ guides; additional measures at the
Compact framework (August 2005), annual updates of point of commitment (corporate board approval
governing framework, creation of working required along with CEO commitment)
groups to advance the core issues
Global Change from Working groups; sector supplements Guidelines updated incrementally from the
Reporting G2 to G3; previous revision cycles; G3 Guidelines draft
Initiative Increase of plan for new revision priorities, (2009-10)
sustainability
minimum
Wolfsberg  Statement on Revision of the Wolfsberg Anti-Money Introduction of payment message standards
Principles  the Financing Laundering Principles for Private Banking (May  in November 2008; update of the definition of
of Terrorism 2002) Politically Exposed Persons (PEP); release of the
(January 2002) Wolfsberg Anti-Money Laundering Principles
for Correspondent Banking, (November 2002);
statement endorsing measures to enhance the
transparency of international wire transfers
to promote the effectiveness of global anti-
money laundering and anti-terrorist financing
programs (with The Clearing House Association
LLC)
SA 8000 Social Accountability Accreditation Services Periodical revision — 3rd draft

(SAAS) started as a department within Social
Accountability International (SAI)
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Business
Principles

Business
Social
Compliance
Initiative

in 1997 and formally established as a not-for-
profit organization in 2007; Social Accountability
in Sustainable Agriculture (SASA) joint the
International Social and Environmental
Accreditation and Labelling Alliance (ISEAL)
research project with the Fairtrade Labelling
Organization International (FLO), the Sustainable
Agriculture Network (SAN), and the International
Federation of Organic Agriculture Movements
(IFOAM) launched in January 2002. SASA Final
Report on Social Standards and Social Auditing
Methodologies (August 2004)

SME (Small and Medium Enterprises) Edition
of the principles, (30 January 2008); creation of

The SME edition includes a practical guidance
document on how to develop an anti-bribery

external independent verification tool; creation of program tailored to the size and resources of

self-evaluation module

Working groups (for example permanent working
group on system development)

individual businesses and provides sample
codes of conduct and sample rules on gifts and
entertainment, an area often problematic for
small enterprises. Launched the FTSE 4Good
criteria for Countering Bribery in 2006
Launching the UK ACCA Sustainability
Reporting Awards

Business Social Compliance Initiative Code
of Conduct (March 2004, revised November
2006); Business Social Compliance Initiative
Management Manual and Audit Guidelines
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Table 5.3 Flexibility assessment of additional initiatives

Initiative Meta flexibility

Procedural flexibility

Technical flexibility

Voluntary Principles
on Security and
Human Rights

Equator Principles New requirement, Principle
10, requiring Equator
Principles Financial
Institutions to report
publicly on their Equator
Principles implementation

experience

Partnering Against
Corruption Initiative

Steering Committee with
rotating membership of
governments, NGOs and
companies established January
2003

Secretariat established January
2004

Subsequent updating process in
2006 led to newly revised set of
Equator Principles

July 2006 First Partnering
Against Corruption Initiative
Country Signatory Network
launched in Romania in

collaboration with the American

Chamber of Commerce

Voluntary Principles website launched
November 2004

Voluntary Principles Plenary opened
participation to more extractive
companies, NGOs, and host governments
(April 2006)

Formal participation criteria introduced
May 2006

New Performance Standards introduced
February 2006 (much stronger and clearer
requirements)

Partnering Against Corruption Initiative
Principles for Countering Bribery
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Extractive Industries
Transparency
Initiative

European
Telecommunications
Network Operators
Association

International Secretariat opened
in Oslo with a ‘Transparency
Week'. 15 countries welcomed
as Extractive Industries
Transparency Initiative
Candidate Countries in 2007
Extractive Industries
Transparency Initiative Board
established in September 2006

Annual conferences

Position papers present

member companies’ views

on a wide range of technical,
regulatory and trade issues to
EU decision-makers, national
governments and the public.
They are developed internally by
European Telecommunications
Network Operators Association
(ETNO) working groups or,
occasionally, in co-operation
with third parties, such as other
industry associations.

Validation methodology agreed by board
at meeting in Accra in February 2008

ETNO’s Environmental Charter January
2004

ETNO’s environmental reports issued
every two years to reflect the trend of
Signatories’ environmental performance
Environmental and sustainability
charters
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qualify as moderately flexible. Such an institutional design is most likely to
attract corporate norm-entrepreneurship. The empirical test also confirms
that initiatives with little or no flexibility do not attract corporate norm
setting and norm development. However, cases of corporate norm-entrepre-
neurship were unexpected found in highly flexible initiatives, such as the
Global Reporting Initiative, the Global Compact, the Wolfsberg Group, and
the Equator Principles. Corporate norm-entrepreneurship is also possible
under conditions of high flexibility. Moderately flexibility in initiatives is
a necessary condition in the institutional architecture of a self-regulatory
transnational governance arrangement for individual norm-entrepreneurs
to engage in collective norm-entrepreneurship. Moderately or highly flex-
ible institutional arrangements do attract corporate norm-entrepreneur-
ship but, as the participation of companies who remain norm-consumers
within such initiatives shows, they do not automatically result in norm-
entrepreneurship.

5.3 Legitimacy perceptions

The changing character of international relations and the roles of the actors
involved have led to an increased interest in the normative foundations of
a ‘mew transnationalism’ (Dingwerth 2007). A growing number of studies
investigate the legitimacy of transnational governance arrangements; under-
stood as either their ‘acceptability’, based on normative theory, or ‘accept-
ance’ as a sociological phenomenon. Legitimacy is either an end in itself
(Wolf 2002, 2006; Held 2005) or instrumental for compliance with certain
governance structures (Franck 1990; Hurd 1999). It is assumed that corpora-
tions base their decisions on whether to engage as norm-entrepreneurs in
a collective initiative on their estimation of the general acceptance of the
initiative. This assumption is based on the sociological approach to legit-
imacy as a social construct or, as Suchman put it, ‘legitimacy is possessed
objectively, yet created subjectively’ and ‘represents a reaction of observers
to an organization as they see it’ (Suchman 1995: 574). This ascription can
be ‘pragmatic, based on audience self-interest; moral, based on normative
approval; and cognitive, based on comprehensibility and taken-for-grant-
edness’ (Suchman 1995: 571). Which of these actually influences a cor-
poration’s decision to act as a norm-entrepreneur depends on the causal
mechanism that underpins hypothesis 9:

Hypothesis 9 (H9): The more a self-regulatory initiative is perceived as
legitimate, the more corporations are likely to act as norm-entrepreneurs.

5.3.1 Legitimacy for whom and for what?

There is a growing number of studies that either analyze empirically the
extent to which transnational governance arrangements can be seen as
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legitimate (Dingwerth 2007; Pattberg 2005) or devise normative frameworks
for such an analysis (Buchanan and Keohane 2006; Flohr et al. 2008; Wolf
2002, 2006). There is less research about how far the legitimacy of these
institutions functions as a causal factor. A notable exception - although
dealing with a different question — are Beisheim and Dingwerth who ana-
lyze the influence of procedural legitimacy characteristics of private trans-
national governance arrangements on behavior change among norm
addressees. They conclude that procedural aspects of legitimacy, such as
inclusiveness, deliberativeness, accountability, and transparency, are linked
to compliance through three social mechanisms: ownership, social learning
or persuasion and social control (Beisheim and Dingwerth 2008). Despite
this notable advance in tying legitimacy to outcomes, the findings are not
applicable to this study because the factors enabling or inhibiting norm
compliance differ from those encouraging corporations to engage in norm-
entrepreneurship. Nevertheless, they generally support the view that legit-
imacy affects corporations’ decisions.

In Suchman’s typology of legitimacy as something granted by external
audiences, pragmatic, moral, and cognitive legitimacy each follow their own
logic of self interest, moral persuasion or taken-for-grantedness (Suchman
1995; Cashore 2002). In corporations’ decisions for or against norm-entrepre-
neurship, the causal logic depends on the audience from who corporations
seek acceptance: legitimacy can either be understood as acceptance by the
general public, including government authorities, by the members of a self-
regulatory initiative or by the corporate norm-entrepreneurs themselves.

Acceptance in the eyes of the public

In a classical understanding of corporations as merely strategic profit seekers,
their preference for seemingly legitimate initiatives is motivated by rational
self-interest, in terms of positive pay-offs or cost-avoidance. In this logic,
‘the quest for public acceptance is a central driver’ in designing institutions
according to legitimacy expectations (Dingwerth 2007: 187) - but it is for
purely strategic reasons that corporate actors seek to justify self-regulation
as legitimate in the eyes of public authorities and their constituencies who
might otherwise call for public regulatory intervention. Consequently, cor-
porate norm-entrepreneurs are likely to cooperate in initiatives that they
assume are perceived as legitimate by critical audiences — including public
actors — because this offers them the best normative defense for their private
rule setting activities (Gunningham and Rees 1997: 366, 370, 391).

Acceptance in the eyes of co-regulators

When acting as norm-entrepreneurs, corporations face the same problems
of finding acceptance and ensuring compliance with their rules!” as other,
usually public, actors.!® A second possible mechanism behind legitimacy
as an explanation for norm-entrepreneurs’ preference for certain types of
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collective initiatives could therefore be their interest in enhancing compli-
ance with the norms they want to set. Such a shared perception of legitim-
acy concerning a given initiative among rule addressees may be an equal
or even more potent driver of compliance than coercion, for example
(Beisheim and Dingwerth 2008; Franck 1990; Hurd 1999; Porter and Ronit
2005: 51). Where a self-regulatory initiative constitutes a multistakeholder
process, corporations might also depend on the acceptance of other types
of co-regulators, such as NGOs or public sector participants, to ensure the
initiative’s success — whether in terms of prevention of regulation or public
good provision.

This explanation still implies a merely strategic application of legitimacy,
as opposed to a reference to legitimacy that follows the logic of appropriate-
ness. However, it still supposes corporate norm-entrepreneurs to be aware
of the role change they undergo when engaging in rule making for actors
other than themselves and of the accountability relationships and enhanced
normative requirements that they construct and put upon themselves
(Koenig-Archibugi 2004). The preference for a certain type of initiative is
less a function of the corporate norm-entrepreneur’s idea of legitimacy but
of its strategic perception of other actors’ legitimacy expectations — since the
norm-entrepreneurs aim to satisfy these to either enhance norm follower-
ship or ensure that the initiative succeeds in whatever the corporations aim
to achieve.

Acceptance in the norm-entrepreneurs’ own eyes

While the two previously described mechanisms rely on straight forward
rationalist understandings of legitimacy used instrumentally by norm-
entrepreneurs to achieve their goals, the causal mechanism underlying
Hypothesis 9 (the explanatory value of legitimacy perceptions) could also
be described by following a constructivist argument. In this case, the legit-
imacy perceptions of other actors are irrelevant. Corporations’ choice to en-
gage in initiatives that fulfill their own legitimacy expectations could either
be conscious and — in Suchman’s (1995) terminology — based on moral per-
suasion, or it could flow from habitualization — Suchman’s cognitive legit-
imacy — where a certain type of appropriate conduct has been internalized.

It has to be noted, however, that the legitimacy criteria of norm-en-
trepreneurs need not necessarily meet the demands of the ‘right thing
to do’ in a moral sense. Following Suchman’s logic of pragmatic legitim-
acy, a rational application of legitimacy criteria might lead corporations
to accept those initiatives as legitimate that promise the best mater-
ial pay-offs. This widely shared assumption is exemplified by the Forest
Stewardship Council’s interest in increasing its legitimacy (and therefore
also its attractiveness) among corporate stakeholders by providing and
stressing material incentives to corporations in the form of increased mar-
ket access (Cashore 2002: 517).
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5.3.2 Identifying legitimacy perceptions

As employed here, the sociological construction of legitimacy as acceptance
is ascribed to self-regulatory initiatives by corporations. Conceptualizing
legitimacy as an independent variable, therefore, clearly requires applica-
tion of inductive research methods to identify its influence. Accordingly,
the prime indicators used here for the variable legitimacy perception are
derived from the corporations’ own deliberations, most significantly from
pronounced reference to it in corporate statements. Since the legitimacy
ascribed by corporations can be based on either their own value judgments
or their perceptions of the expectations of other actors, the operationaliza-
tion of the variable has three steps. First, legitimacy criteria are identified
that are discussed in the public sphere and could therefore form the basis
of corporate perceptions of the public’s expectations. Second, the data gath-
ered in interviews with initiative representatives are analyzed as a proxy to
explicating the legitimacy criteria employed by co-regulators. Finally, the
data gathered from interviews with company representatives are used to
reconstruct the corporations’ own notions of legitimate governance arrange-
ments.'” If, as suggested in Hypothesis 9, legitimacy perceptions have an
influence upon corporate decisions to engage as norm-entrepreneurs in cer-
tain types of collective initiatives, these perceptions should be reflected in
corporations’ actual behavior - that is, in the institutional design of the
initiatives in which they act as norm-entrepreneurs. The last step contrasts
data that portray this behavior with corporate deliberations.

Legitimacy criteria in the public sphere

The assumption here is that corporations will prefer to engage as norm-
entrepreneurs in those initiatives that actors with a potential influence
upon them?° perceive to be legitimate. In order for corporations to develop
an understanding of what other actors might require from a legitimate gov-
ernance arrangement, such criteria have to be communicated in the pub-
lic domain.?! The following three documents were chosen as representative
because they explicitly address global governance institutions in which pri-
vate sector actors are involved. Additionally, it can be assumed that corpora-
tions, in seeking to identify other actors’ legitimacy demands they might
wish to meet, will have distilled their notions about such demands from
similar documents:

(1) AccountAbility, a British-based NGO, is dedicated to ‘promoting
accountability for sustainable development’.?? In its report, ‘Governing
Collaboration’, 12 global cross-sector partnerships were evaluated on legit-
imacy, strategy and performance (AccountAbility 2008: 26-7). Legitimacy
is reflected in ‘structures and policies that clarify authority in decision
making, inclusiveness of stakeholders, processes to engage stakeholders,
adequate representation of stakeholder interests, establishing mechanisms
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@)

(©)

to enable all concerns to be voiced, dispute resolution mechanisms, mak-
ing decisions and performance outcomes transparent, and securing trust
among participants’ (AccountAbility 2008: 37; see also 28). Despite this
rather ambitious list, there is an evident emphasis on input-oriented cri-
teria and process requirements of legitimacy. Aspects relating to effective-
ness and output legitimacy are subsumed under strategy and performance
(AccountAbility 2008: 39-44).

In 2003, representatives of four major NGOs sent an open letter to the
Deputy Secretary General of the United Nations, expressing their con-
cerns about the Global Compact’s performance over the previous three
years (Amnesty International et al. 2003).2® Even if not explicitly refer-
ring to legitimacy as a concept, but speaking of a need for ‘mechanisms’
or ‘methods of accountability’ as being their main concern, expecta-
tions of legitimacy in global governance institutions can still be iden-
tified in this letter. While placing high importance on output-related
criteria in the first three of the letter’s four bullet points, the NGOs
also stressed the importance of participation by asking that stakeholder
involvement be improved, in particular, by having a more balanced and
fair selection of stakeholders.

In 2007, the Independent Evaluation Group (IEG),?* an independent unit
within the World Bank Group, published the ‘Sourcebook for Evaluating
Global and Regional Partnership Programs (GRPP)'. Legitimacy of part-
nership programs was designed as a criterion to assess the governance
and management of GRPPs. It is defined as ‘the extent to which the
governance and management structures permit and facilitate the effect-
ive participation and voice of the different categories of stakeholders in
the major governance and management decisions, taking into account
their respective roles and relative importance’ (Independent Evaluation
Group 2007: 76). Further criteria include accountability (which has to
be ensured along the chain of command), responsibility, fairness, trans-
parency, efficiency, and personal probity (meaning that members of
the governing entities should exercise personal and professional integ-
rity and avoid possible conflict of interests) (Independent Evaluation
Group 2007: 75-8). Again, there is an emphasis on criteria for effective
participation and accountable procedures. Output-related criteria, such
as efficiency and responsibility, are also incorporated (Independent
Evaluation Group 2007: 77-8).

Table 5.4 summarizes the criteria found in the three documents and
categorizes them along the typologies of Suchman (1995) and Dingwerth
(2007):

In summary, while popular demands that legitimacy requirements ful-
filled by global governance arrangements cover a wide range of aspects,
including the majority of those also addressed in academic treatments of the



Table 5.4

Legitimacy criteria in the public sphere

Consequential Procedural Structural Personal
Inclusiveness Deliberative Democratic control
quality
Account- Separate strategy;  Inclusiveness; Securing trust;  Incentives, Dispute
ability performance processes to engage  space for all transparency, resolution
standards  criteria stakeholders concerns to be  and enforcement mechanism
adequate voiced mechanisms to hold
representation of the powerful to
their interests account
Open Evidence Stakeholder Accountability Complaint
NGO of progress; engagement: mechanisms; mechanism;
letter to leadership on balanced selection monitoring of ombudsman
Global human rights process of reporting; clear criteria
Compact principles corporations and for dealing with
NGOs noncompliance
World Responsibility; Effective Fairness Accountability along Probity;
Bank efficiency participation the chain of command; Professional
Source- transparency and personal
book integrity
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subject, the prime concern of external stakeholders such as NGOs or evalu-
ative bodies such as the IEG rests with procedural determinants of legitim-
acy. Among them, requirements for inclusive processes and accountability
mechanisms stand out. The primary points of reference for evaluating the
degree to which such public demands have an influence on corporate deci-
sions are the inclusiveness of self-regulatory initiatives and the provision
of accountability mechanisms. To assess inclusiveness, relevant indicators
are the types of actors who participate (corporate, civil society, public) and
whether participants can be considered as representative, for example in
terms of geographic proportion. To operationalize the more complex criter-
ion of accountability, it has to be acknowledged that to provide appropriate
accountability mechanisms, at least a minimum degree of institutionaliza-
tion is required. Relevant indicators for meeting this requirement can be
a statute or other kind of constitutional foundation of an initiative that
clearly outlines governance structures and allocates responsibilities as well
as accountabilities along all its levels.

Legitimacy perceptions of initiative representatives

As explained earlier, corporations might seek acceptance of their norm set-
ting activities from several audiences, bringing the legitimacy expectations
of different kinds of actors into play. Among these, the legitimacy percep-
tions of co-regulators can be of special importance. Without their accept-
ance, a self-regulatory initiative will not come into existence, not allow
corporations to participate or not survive periods of pressure or crisis. To
assess what the perceptions of co-regulators are and how far they exert an
influence on corporations’ decisions to engage as norm-entrepreneurs in
collective initiatives, the statements of initiative representatives are assumed
to be indicative.

The initiative experts’ statements provide ample evidence for the import-
ance of legitimacy in general and specific legitimacy criteria. Many of them
strongly supported the aspect of inclusiveness and congruency between
rule makers and addressees. They explicitly pointed to the need to develop
inclusive institutional designs in order to achieve legitimacy: ‘I think that
the two sides of the effort to maintain our integrity are the multistakeholder
nature, that the standard is legitimate and the process is legitimate, that it
includes the people who should be included’ (I3, 27 March 2006).

However, inclusiveness is not always understood in the classic sense of
improving input legitimacy via self-determination but may rather serve as
a means to improve results or level the playing fields for corporations. One
expert, in line with many others, emphasized the necessity of including the
expertise of professional peers in rule setting processes: ‘As a corporation I
should refer to these principles, because in my opinion they are rather well
in line with actual practice and have a certain credibility. They were not
developed by a worker’s council, an auditing firm or by an NGO. But they
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were developed by peers. [...] They do not only have the seal of one NGO,
but instead, the seal of those affected’ (I7, 15 May 2006). This reference to
practical relevance points to the underlying, output oriented understanding
of legitimacy. The importance of professional expertise as a prerequisite for
acceptance by corporations was repeatedly highlighted.

Several initiative representatives also stressed that an initiative is more
likely to gain acceptance from its various audiences when it is based on gen-
erally accepted norms and rules: ‘The legitimization of the principles brings
us much “soft power” and supportt [...], support we would have never earned
if the principles were not based on international framework agreements’
(12, 27 March 2006). Initiative representatives repeatedly put forward this
argument. Binding norms of international law were recognized to be of spe-
cial importance here: ‘Of course, on the ideational level these principles
have the broadest possible global foundation because they are based on con-
ventions and declarations which were signed, ratified and implemented by
the vast majority of states’ (I1, 27 March 2006).

In addition to the legitimizing force of norms, the importance of collab-
oration with legally legitimized actors — such as international organizations
or governments — was underlined frequently. As one initiative representative
put it: ‘If one knows that an initiative has intergovernmental blessing and is
actively supported by the social partners, one has a completely different foun-
dation for one’s own corporate policies in the respective area’ (14, 27 April
2006). The participation of international organizations was also advocated as
relevant for another source of procedural legitimacy, namely deliberation: ‘1
believe legitimacy is a decisive aspect for this initiative. [...] The international
organization provides a platform where they [the corporations] can openly
and honestly exchange views about the varying challenges’ (I1, 27 March
2006). Under the cover of an international organization, a new form of dia-
logue is deemed possible between the participants —in some cases even leading
to role and identity transformation: ‘The roof of the international organiza-
tion offers the chance to get involved with actors who would not have talked
to one another only a few years ago, such as corporations and NGOs. In this
sense, the initiative’s achievement is its pragmatic success in bringing people
together in a very constructive dialog. And this is to a large degree due to the
international organization and its general acceptance as a public actor who
offers a ‘mon-threatening-environment’ (I1, 27 March 2006).

In summary, all expert statements from the initiatives analyzed under-
score the critical role that legitimacy of self-regulatory initiatives plays in
the corporations’ decisions to engage. While their conceptualization of
legitimacy places high importance on the criteria of inclusiveness as an
aspect prominent in public sphere understandings of legitimacy as well,
accountability structures figured less prominently. However, other aspects
of legitimacy were not expected to be so prominent and were seen as highly
important, in particular the role of substantive criteria for input legitimacy,
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such as a foundation in international law, and process-oriented criteria,
such as room for deliberation.

Although these inputs from the initiative side can only give indirect clues
as to how corporations construct legitimacy and how much they are influ-
enced by these constructions, the reasoning for specific legitimacy criteria
is of relevance to the hypothesis. From the postulate that legitimacy is a
social construct based on collectively shared beliefs and values, it can be
assumed that corporate legitimacy perceptions are also based on the views
of co-regulators, partly because of the interaction between the participants
in self-regulatory initiatives and the resulting possibility of mutually shared
understandings. Therefore, the legitimacy perceptions within initiatives are
likely to have an influence on corporate constructions of legitimacy.

Corporate legitimacy perceptions®

As has been shown, whether it is the corporation’s own legitimacy expec-
tations or its perception of others that influences its behavioral decisions
depends on the causal mechanism that is operational. Corporations might
strategically seek to satisfy external actors’ demands for legitimacy or act
in accordance with their own understandings of legitimacy, perhaps moti-
vated by material pay-offs, moral convictions, or cognitive habitualization.
Which of these logics and therefore conceptions of legitimacy motivates
corporate behavior can only be derived from reconstruction of corporate
perceptions. Even the legitimacy perceptions of other actors go through this
filter and can only exert influence to the degree they find recognition in the
corporate horizons.

Explicit reference to the term legitimacy is not the only evidence of cor-
porations looking for public acceptance of their norm setting activities.
Whenever corporations attempt to objectivize the sources on which they
base their authority, pointing to supposedly objective criteria to justify their
activities and invoke external approval, their belief in the importance of
legitimacy becomes operational. Justification can be sought in all domains
of legitimacy: Corporations might refer to material pay-offs for those
affected by their rules, to consequential, procedural, or structural aspects of
‘doing the right thing’ or to taken-for-grantedness. By demonstrating their
perceived need for justification, no matter on what basis, corporations show
the relevance of the socially constructed variable, legitimacy perception.
Against this background, corporate norm-entrepreneurs could be expected
to be active in initiatives fulfilling the criteria identified as most prominent
in the public sphere. These are, on the one hand, initiatives that are con-
ceived as multistakeholder forums or that at least allow for multiple actors
to participate and affect decision making. Furthermore, one should expect
corporate norm-entrepreneurs in initiatives that provide for institutional-
ized accountability structures and mechanisms to ensure responsiveness to
stakeholder concerns.
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Looking at the corporate interview data, there are generally less references
to legitimacy as a concept and less attempts to justify corporate engage-
ment in norm-entrepreneurship by resorting to possible legitimacy criteria
than in the interviews with initiative representatives. This could mean that
legitimacy perceptions play less of an important role for corporations in
determining decisions about norm-entrepreneurship after all. However,
the secondary data on the institutional contexts of norm-entrepreneurship
behavior still lend some support to the hypothesis, especially in the cri-
teria of inclusiveness and accountability: Several of the initiatives in the
sample exhibit strong multistakeholder characteristics — such as the Global
Compact or the Global Reporting Initiative. Both are designed to bring
together a large variety of stakeholders, including corporations, business
associations, trade unions, NGOs, international organizations, and aca-
demia, and offer meaningful roles for these actors at all relevant governance
levels. Furthermore, the Global Compact met demands for the improvement
of its accountability structure by introducing the ‘integrity measures’, pro-
viding better monitoring and sanction mechanisms. The fact that corporate
norm-entrepreneurship takes place in these initiatives suggests that corpo-
rations either take external demands for inclusiveness and accountability
seriously, or are themselves convinced of the benefit in such institutional
designs, notably their multistakeholder character. In fact, the primary inter-
view data reveal that corporate representatives support the importance of
multistakeholder processes for their decision to participate based on output
oriented reasoning: ‘If it is multistakeholder, normally you have companies,
NGOs, other levels of civil society and sometimes government. It can be
quite frustrating when you are sitting around the table and not all of these
groups are equally represented. Because then the initiative starts to fail!’ (C7,
21 November 2007).

On the other hand, one can also find several examples of initiatives that
clearly contradict the hypothesis: the Wolfsberg Principles and the Business
Social Compliance Initiative are exclusively private sector initiatives with
no discernible institutionalized role for other types of actors. Looking
beyond the sample of initiatives analyzed here, one can easily identify simi-
larly exclusive arrangements that were set up and run by corporate norm-
entrepreneurs alone, such as Responsible Care or the Equator Principles.
These observations lead to the conclusion that even if corporations seem
to value the legitimacy of multistakeholder processes to a certain degree,
lack of this variable clearly does not prevent them from cooperating in ini-
tiatives not exhibiting it. Initiatives for which the impetus came primarily
from within the private sector rarely develop into larger multistakeholder
processes but remain pure business initiatives.

Interestingly enough, however, even in the initiatives that are barely
multistakeholder arrangements, there are corporate representatives trying
to point to the involvement of other actors, however small, to justify the
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initiative’s design: ‘The process of developing the guidelines is, of course,
maybe led by the members but it is not exclusively up to them to decide.
Within the group, there are initiatives that aim to involve other types of
actors — such as the transnational ones. The group holds good relationships
with individual government agencies and international organizations’
(C11, 24 May 2006). Corporations, even if not always acting accordingly,
are influenced by perceptions of what is legitimate for global governance
arrangements, at least to the degree where they feel a need to discursively
acknowledge the validity of certain legitimacy criteria. This justification,
referring to the participation of other types of actors, was prominent among
the corporate interviewees. To give only one example: ‘I believe a success
factor for such initiatives is a third party actor who is accepted, credible and
disposes of know-how. It becomes obvious when I name the relevant exam-
ples: the Wolfsberg Principles with Transparency International, the Equator
Principles with the IFC-Guidelines, the Global Compact with the UN as
a whole, with ILO or UNEDP. [...] It is rather this neutral third party actor
who provides communality but also contributes know-how and legitimacy’
(C2, 11 September 2007). In many statements, the credibility of third party
participants was linked with their expertise and knowledge, their ‘broad
support in society’, and with having ‘no reservations against the private sec-
tor’ (C2, 11 September 2007).

For the second criteria prominent in public demands for legitimacy in glo-
bal governance arrangements, accountability, it is remarkable that the same
initiatives that are dominated rather strongly by business also show com-
parably low degrees of institutionalization, making it difficult to identify
clear lines of accountability. For example, the Wolfsberg Group operates on
a totally informal basis. Neither accession criteria nor governance structures
have ever been spelled out explicitly. In contrast, none of the initiatives that
come close to genuine multistakeholder processes are institutionalized. This
leads to the assumption that actors other than corporations generally prefer
and push institutionalization and the establishment of accountability struc-
tures. Additional evidence of this is that NGOs regularly call for improved
accountability of self-regulatory initiatives, whether in initiatives in which
they have some sort of voice, such as the Global Compact, or no role at all,
such as the Equator Principles (BankTrack 2005).

Institutionalization of accountability structures seems to exert little influ-
ence as a pull factor for corporations to engage in collective norm-entre-
preneurship - a point further underlined by the fact that there was little
discursive reference to these factors. This impression has to be specified,
however. Lack of accountability is seen as unproblematic because corpora-
tions do not see themselves as acting as a ‘half-state authority’, supervising
and controlling their peers, within private sector initiatives. This distinc-
tion reflects the awareness that purely private initiatives lack the legitimacy
to regulate third parties. They cannot impose strong accountability features
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and therefore have to rely on voluntary commitment. Thus, in the corpora-
tions’ beliefs, accountability demands can only be raised in the context of
highly institutionalized forms of regulation, that is, those that are avoided
by them if they can choose. This is implied in statements of the following
kind: ‘Here, one has to differentiate clearly that it is not the aim of the ini-
tiative to establish a supervisory authority which verifies that individual
corporations, maybe even nonmembers, abide by the best practice. It is a
voluntary effort. [...] We do not exist to control who implements the princi-
ples, like a governmental agency would’ (C11, 24 May 2006).

5.3.3 Conclusions

Legitimacy perceptions are a pull factor in corporate decisions to engage in
collective norm-entrepreneurship. However, while there was considerable
general support for the relevance of legitimacy, corporate experts seemed to
resort to the concept considerably less often than the representatives of self-
regulatory initiatives. Additionally, corporate behavior seems to lend only
limited support to the hypothesis: Corporations regularly engage as norm-
entrepreneurs within initiatives that fulfill few of the most prominent cri-
teria for legitimacy — such as inclusiveness and accountability. Nevertheless,
corporate representatives regularly resort to justifications based on legitim-
acy criteria for their involvement in rule making. In linking these diverging
observations of corporations, on the one hand, engaging in initiatives that
do not fulfill legitimacy criteria of participation and accountability but, on
the other hand, seeking to justify their engagement by referring to these
criteria — one could conclude that corporations do accept and engage in
legitimacy discourses. This attempt to justify obviously noninclusive ini-
tiatives by referring to whatever little room for participation they enable,
suggests that corporations are more externally pressured to legitimize their
actions than they themselves believe in the value of participatory legitim-
acy beyond the inclusion of (their) professional expertise. Furthermore, the
fact that substantive sources of input legitimacy, such as a base in applicable
international law, were prominently applied by co-regulators but did not
appear in corporate deliberations, shows the limits of this external influ-
ence on corporate legitimacy perceptions.

Corporations are indeed influenced by certain perceptions or discourses of
legitimacy but their own conception of legitimacy is rather limited in scope
when compared to the expectations of the public or their co-regulators. Even
though they rhetorically acknowledge the importance of inclusiveness, a
low level of it apparently fulfills their expectations, at least for the input side
of legitimacy. Accountability, as a criterion prominent in the public sphere,
matters little to corporations or co-regulators. However, corporations seem
to be ready to ascribe legitimacy to true multistakeholder processes when
they also improve outputs. Even then, they may find it difficult to heed
the call of such legitimized initiatives: As shown in Section 5.1, the more
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inclusive an initiative is, the less room it leaves for corporate autonomy —
another value enshrined in corporate preferences. Knowing that ‘all selves
are self-divided’, as pointed out by Walzer, because they simultaneously
enact roles, possess identities and hold ideas (Gunningham and Rees 1997:
372), one has to acknowledge that corporations seem to be torn between
aims based on moral convictions and those based on self-interest (Scharpf
2000a: 117-18).

Notes

1.

Two approaches can be identified (Andonova 2006; Schiferhoff et al. 2007:
10-13). Some authors explain PPPs by referring to a functional logic according
to which the transnationalization of problem structures creates a demand for
public-private collaboration as the only means of closing the ensuing govern-
ance gaps (Reinicke and Deng 2000). In criticism of this it has been asserted
that, rather than flowing automatically from whatever governance gap may be
identified, PPPs are the product of action by voluntarist political agents whose
incentive structures are served best through the creation of a PPP (Andonova
2000).

This argument is broadly in line with the findings of Hénke and colleagues who
provide an analysis of conditions that influence corporate choices to engage in
one of three types of regulation to improve environmental standards — public,
public-private co-regulation, or private self-regulation, but within the national
context (Honke et al. 2008: 35-6). In contrast, this research seeks to understand
which of the available forums at the transnational level are most attractive to
corporations that want to engage in norm-entrepreneurship.

However, others were more critical of the intended learning effects: ‘1 do not know
if we learn a lot — specifically from the Global Compact. We learnt a lot from, for
example, the network and other UN agencies, etc. Do we go and learn a lot from
that? I am not a hundred percent sure’ (C4, 10 October 2007).

Since then, an additional 236 companies have been delisted - bringing the total
number of companies delisted since the policy was implemented to 630. In add-
ition, 317 companies are currently listed as ‘inactive’ on the website, of which
184 were at risk of being delisted in 2008; http://www.unglobalcompact.org/
AboutTheGC/integrity.html, date accessed 6 September 2008.

Global Compact 2008; see http://www.unglobalcompact.org/newsandevents/
news_archives/2008_06_25.html, date accessed 5 September 2008.

Regarding the implementation of the CoP policy, only 1 of the 39 sporadic norm-
entrepreneurs failed to provide a link to a CoP on the Global Compact website: in
the Global Compact participant list, Esquel Group is marked by a yellow exclam-
ation point that indicates that a Global Compact participant either failed to
develop a CoP by the relevant deadline or has not yet provided a link to a CoP. See
http://www.unglobalcompact.org/, date accessed 6 September 2008.

The concept of institutional isomorphism comprises three distinct mechanisms of
institutional change: ‘coercive isomorphism’ that is stimulated by pressures from
other organizations, ‘mimetic processes’ that result from uncertainty encour-
aging imitation, and ‘normative pressures’ that derive from professions entering
organizations and thus lead to inter-organizational socialization processes (see
DiMaggio and Powell 1983).
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15.

16.

17.
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According to Labitzke, there are five types of institutional change — adaptation
(detail changes), reform (reformulation of rules based on common principles),
new order (new organization of rules due to a breach of common principles),
transformation (phase-like change of the institutional system), and revolution
(abrupt change of the institutional system). In this context, it is probable that the
more intensive the institutional change the more undesirable it is for companies
(Labitzke 2008: 44)

Organizations also induce processes of institutional change. These ‘transfor-
mational organizations’ possess the capacity to transform their institutional
environment with discontinuous changes in normative patterns or institutional
rules (Hage and Mote 2008).

This distinction follows Kooiman’s three orders of governing: first, second, and
meta (Kooiman 2000).

Companies that want to receive an EMAS registration have to carry out four
clearly defined norm compliance steps: Firstly, they have to conduct an envir-
onmental review, considering all environmental aspects of the organization’s
activities, products and services, methods to assess these, the legal and regulatory
framework and existing environmental management practices and procedures.
Secondly, companies have to establish environmental management systems
aimed at achieving the organization’s environmental policy defined by top man-
agement. Thirdly, companies have to carry out an environmental audit assessing,
in particular, the management system in place and in conformity with the organ-
ization’s policy and program as well as the company’s compliance with relevant
environmental regulatory requirements. Fourthly, companies have to provide a
statement of their environmental performance that also lays down the future
steps to be undertaken to continuously improve environmental performance. An
accredited EMAS verifier must approve the environmental review, the audit pro-
cedure and the environmental statement, and the validated statement needs to be
registered and publicly available before an organization can use the EMAS logo.
http://eitransparency.org/, date accessed 21 November 2008. The EITI members
are governments, companies and civil society actors working to establish a glo-
bal standard for managing revenues from natural resources. EITI has been imple-
mented in some countries, is supported by others, and has various stakeholder
groups.

http://www.voluntaryprinciples.org/, date accessed 23 April 2009. The Voluntary
Principles guides companies in maintaining the safety and security of their
operations within an operating framework that ensures respect for human rights
and fundamental freedoms.

http://www.equator-principles.com/index.shtml/, date accessed 23 April 2009.
The Equator Principles is a financial industry benchmark for determining,
assessing, and managing social and environmental risk in project financing.
http://www.weforum.org/en/initiatives/paci/index.htm/, date accessed 23 April
2009. The Partnering Against Corruption Initiative of the World Economic
Forum is a business driven effort to combat global corruption.
http://www.etno.be/, date accessed 23 April 2009. The European Telecommunic-
ations Network Operators Association develops regulatory and trading policies
for the European telecommunications marketplace.

Although it is questionable whether corporations really are interested in achiev-
ing compliance with their self-regulatory rules, such underlying motivation is
captured by the previous paragraph about legitimacy as a defense strategy.
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18.

19.

20.
21.

22.

23.

24.
25.

In Cashore’s terms, corporations could be seen here as ‘tier I audiences’, that is,
as ‘organizations that have a direct interest in the policies and procedures of
the organizations they legitimate’. In his example of forest certification, this
is the forest companies, industry associations, forest landowners, environmen-
tal groups, and consuming businesses. In contrast, ‘Tier II are those audiences
within civil society that have a less direct but equally important role in granting
legitimacy’ and that are distinguished by ‘the values and attitudes of civil soci-
ety’ (Cashore 2002: 511).

For practical reasons related to the nature of the data, it is not possible to sep-
arate the operationalization of sociological legitimacy perceptions — meaning
the reconstruction of legitimacy criteria that initiative and corporate experts
employed — from the analysis of the influence accorded to them by the same
interviewees.

See also the chapters on transnational public and ownership structure.
Although the criteria will mostly be similar to those identified in academic
research on legitimacy (Chapter 8) it is important that the indicators be derived
from political or campaigning documents rather than from academic research.
http://www.accountability21.net/, date accessed 20 April 2009.
http://www.globalpolicy.org/ngos/ngo-un/access/2003/0606compact.htm,
date accessed 20 April 2009.

http://www.worldbank.org/oed/, date accessed 20 April 2009.

As was to be expected, most interviewees accepted and supported the import-
ance of a general notion of legitimacy as it figured in the semi-structured ques-
tionnaires. Since legitimacy is a concept generally accompanied by positive
connotations, it is no surprise that interviewees did not deny its value. Therefore,
instances of mere mentioning of legitimacy are of little validity when not accom-
panied by further references, proving the interviewee’s awareness of its import-
ance prior to the interview situation.



6

Comparisons for Conclusions:
Different Paths to Corporate
Norm-entrepreneurship

As the causal analysis in the previous chapters has shown, a number of
factors influence corporations’ decisions to engage in norm-entrepreneur-
ship. Therefore, any attempt at explaining the conditions under which cor-
porations are likely to act as norm-entrepreneurs is necessarily a complex
undertaking. Causal factors can result from characteristics of the corpora-
tions themselves (Chapter 3) or their environment (Chapter 4) and act as
push factors for individual norm-entrepreneurship. Other factors emanate
from institutional designs of self-regulatory initiatives (Chapter 5) which
may be attractive to corporations. The latter can be regarded as pull fac-
tors, in the sense that they direct corporate norm-entrepreneurship toward
engaging in certain collective initiatives, rather than others, or from indi-
vidual toward collective norm-entrepreneurship. These factors do not
explain norm-entrepreneurship itself but the unilateral or collective shape
it is likely to assume.

Although it is true for all of the factors that they - at best — increase
the probability of corporate norm-entrepreneurship and therefore do not
‘cause’ it in a strong deterministic or law-like sense, the degree to which
they affect companies’ choice to act as norm-entrepreneurs still differs.
While several factors were found to play a role in all instances of system-
atic norm-entrepreneurship by the ten companies in this study, none of
them provides a sufficient explanation alone. Although they correlate with
systematic norm-entrepreneurship, they can also correlate with sporadic
norm-entrepreneurship or even only norm-consumership. Against this
background and bearing these caveats in mind, it makes sense to focus the
analysis by looking more closely at how certain combinations of the factors
put to test in the previous chapters can increase the likelihood of individual
and collective corporate norm-entrepreneurship. The findings of Chapters
3 to 5 make a distinction between necessary factors or ‘conditional vari-
ables’ (see van Evera 1997: 10) and additional or significant factors, which in
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certain combinations can pave the way to individual and collective forms of
norm-entrepreneurship. These findings are presented as two different nar-
ratives, helpful to demonstrate that ‘different roads lead to Rome’. They also
show that, although they have to be looked at separately in analytical terms,
causal mechanisms that follow a more rationalist understanding of corpor-
ate behavior and others based on a more constructivist understanding can
mutually reinforce each other and provide an integrated account of system-
atic corporate norm-entrepreneurship. Within both narratives (which are
based on the same necessary factors), additional factors are significant in
explaining systematic norm-entrepreneurship.

6.1 Necessary pre-conditions

Three of the nine factors analyzed in Chapters 3 to 5 are necessary conditions
for systematic norm-entrepreneurship: the pressure of the transnational
public, the heterogeneity of regulatory environments, and the flexibility of
the institutional design of a collective initiative. Since the latter becomes a
necessary pull factor only at the second stage (when individual norm-
entrepreneurs have to decide whether they want to engage in collective
norm-entrepreneurship), this factor is treated separately from the two neces-
sary push factors. After all, institutional flexibility is not thought necessary
to facilitate norm-entrepreneurship but is a necessary bridge between uni-
lateral and collective corporate norm-entrepreneurship.

The two other necessary conditions, heterogeneity of regulatory environ-
ments and transnational public pressure, both stem from the cluster of vari-
ables describing the corporations’ social and political environments. This
leads to a significant conclusion: Corporations are more strongly influenced
by external forces than is often suggested in critical globalization litera-
ture where they are portrayed as powerful actors, immune to state or other
actors’ interference, and more likely to control than be controlled by them.
The importance of this finding is revisited in the final chapter, which exam-
ines the bridge between forms of corporate norm-entrepreneurship likely
to occur when necessary conditions and significant factors are present, and
forms regarded as meaningful and desirable components of global govern-
ance architecture that meet demands of effectiveness and legitimacy.

That corporate engagement in norm-entrepreneurship might firstly
be the result of external factors does not mean that normative beliefs
(for example, of managers) do not matter in corporate decision making.
Rather, the conclusion about what generally drives corporations to engage
in activities beyond their commercial interests is that intrinsic corporate
willingness to ‘do good’ is less important than ‘doing well by doing good’
(Conzelmann and Wolf 2007b): creating win-win situations that suit moral
and profit motives (Graafland 2002; Pies and Sardison 2006). Corporations
achieve this by taking on norm-related activities for strategic reasons, such
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as reputational risk management or reducing the costs resulting from a
heterogeneous regulatory environment. Indeed, the causal mechanisms
connecting either heterogeneous environments or transnational public
pressure to norm-entrepreneurship all show that their force results pri-
marily from rational calculations: Corporations exposed to heterogeneous
regulatory environments engage as norm-entrepreneurs to level the playing
field and thus reduce the costs of adjustment that they would otherwise
face. According to the evidence from expert interviews, corporations under
transnational societal pressure engage as norm-entrepreneurs because there
is a business case to do so. They then may - or may not - internalize nor-
mative expectations of them to keep ‘the license to operate’ but they do not
become norm-entrepreneurs because of prior internalization. Corporations
have to be exposed to a heterogeneous regulatory environment or to trans-
national public pressure before they engage as norm-entrepreneurs.

Therefore, before demonstrating that both a rationalist and a construct-
ivist narrative can trace the process that leads a corporation to norm-entre-
preneurship, it has to be conceded that the business case — and therefore a
rationalist logic — underlies both cases. At least in one way, the two factors
may also be mutually reinforcing: When corporations are active in several
countries, they are potential targets for transnational civil society because
they create more ‘room for attack’. However, the combined force of hetero-
geneous regulatory conditions and a certain amount of transnational public
pressure does not automatically result in corporate norm-entrepreneurship
nor provide a sufficient explanation but does increase its likelihood. For
example, numerous corporations in the extractive and apparel industries,
such as Exxon, Chevron, or Nike, although all heavily targeted by trans-
national NGOs they do not engage in individual or collective norm setting
activities to a degree comparable to Shell, BP, or Inditex. There are also many
corporations active in a large number of countries and exposed to extreme
heterogeneity, such as Siemens, Toyota, and General Electrics, that have not
yet figured as systematic norm-entrepreneurs - at least not within the sam-
ple of self-regulatory initiatives studied here.

Based on the findings of Chapters 3 to 5, the paths that are most likely to
lead to individual and collective norm-entrepreneurship are illustrated in
Figure 6.1. They represent two parallel narratives that both start from het-
erogeneous regulatory environments and a certain amount of transnational
civil society pressure as necessary conditions for individual corporate norm-
entrepreneurship, and that both lead to collective norm-entrepreneurship
under the necessary condition of institutional flexibility within the ini-
tiatives in which it is most likely to occur. The two narratives encompass
additional conditions, telling either a rationalist or constructivist story and
providing distinct causal mechanisms. One narrative focuses on corporate
vulnerability and autonomy preservation as further important explanations
of individual and collective norm-entrepreneurship (the rationalist path),
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Figure 6.1 Paths to corporate norm-entrepreneurship

and the other stresses the importance of home state socialization, a corpor-
ate culture of responsibility and the legitimacy ascribed to collective self-
regulatory arrangements (the constructivist path). Under the assumption
that corporate decisions are influenced by their anticipated consequences
and normative appropriateness, the two paths may run parallel and be
taken simultaneously.

6.2 The rationalist narrative — from vulnerability to
norm-entrepreneurship

As rational actors, corporations are expected to seize any opportunity to
make profits while trying to avoid costs. By creating costs or hindering prof-
its, heterogeneous regulatory environments and transnational NGO pres-
sure are the most important drivers of corporate norm-entrepreneurship.
Both factors create a strong business case for systematically seeking norm-
entrepreneurship opportunities. For example, companies who operate in
many different regulatory environments face higher transaction costs in
adapting their compliance policy to many national regulations, in compari-
son with companies that operate in small and homogeneous countries and
regions. Similarly, the vulnerability to loss of reputation capital increases
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when companies are directly exposed to end consumers because they prod-
uce final goods. The impact of this driver of norm-entrepreneurship is fur-
ther strengthened when the products are branded, providing NGOs with
widely visible targets and enough appeal for a public campaign, as in the
cases of Tata and Inditex. The driver is weak when a company only pro-
duces for industrial customers even though it may be active around the
globe, such as SAP, or under societal pressure, such as Union Carbide/Dow
Chemical. Similarly, exposure to consumers in multiple and heterogeneous
jurisdictions can increase the risk of not satisfying multiple - legally encour-
aged — expectations.

While, individually, the two necessary and the additional factor with
high significance might only push a corporation toward norm-consum-
ership, heterogeneous environments, transnational pressure and corpo-
rate vulnerability working in conjunction strongly reinforce the interest
in proactively avoiding costs and are likely to channel a company toward
norm-entrepreneurship.

6.3 The constructivist narrative — norm-entrepreneurship
via home state socialization

Starting from the assumption that norm-related policies and activities of
corporations are not solely and continuously profit driven but may also be
based on and triggered by beliefs, values, and ideas, an alternative explana-
tion of norm-entrepreneurship is possible. Again, the necessary conditions
of heterogeneity and transnational public pressure serve as starting points:
All systematic norm-entrepreneurship observed emerged from these condi-
tions. However, the alternative path leads not via corporate vulnerability
but via home state socialization and/or a habitualized culture of responsibil-
ity. As shown, both of these factors exert significant influence on a corpo-
ration’s likelihood to engage in norm-entrepreneurship. On the one hand,
the prevailing type of business-government relations in the home state of
a corporation can socialize corporations into certain expectations of how
norms applicable to their behavior should be set. Having been habituated
to procedural norms in their home state, corporations faced with heteroge-
neous environments and transnational public pressure will not calculate
the costs and benefits of engaging in norm setting activities but apply the
role they have learned as the ‘natural’ way of reacting to any required or
desirable norm setting demands. They will therefore engage in norm setting
processes independently of their vulnerability to profit or reputation capi-
tal losses. The norm-entrepreneurship of Rio Tinto is a case in point here.
Companies such as BASF and BHP Billiton serve as further examples: both
stem from countries featuring collaborative business-government relations
and both strongly engage in norm-entrepreneurship activities (although
outside the sample of self-regulatory initiatives examined here).
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On the other hand, as shown in Chapter 4.3, the cognitive predisposition
that makes corporations engage in norm setting activities out of mere taken-
for-grantedness, cannot only result from socialization by external forces but
can be an internal process: Traditional enactment of a culture of responsi-
bility over many years and already in times of the golden age nation state
might lead corporations to resort to proactive engagement habitually also
in the modern age of global governance and with regards to demands for
norm setting activities.

Again, the causal factors subsumed in the constructivist narrative ful-
fill the function of transforming the corporate preference resulting from
the necessary factors: heterogeneity of regulatory environments and trans-
national NGOs create a certain pressure to abide by international norms that
might just as well be dealt with via mere norm-consumership. But a particu-
lar home state socialization or corporate culture can turn this rational pref-
erence into a taken-for-granted resort to engagement in the creation of these
norms. The habitualization either to collaborative norm setting processes
or to generally responsible behavior resulting respectively from external or
internal socialization processes encourages and promotes proactive norm-
entrepreneurship.

6.4 The pull factors

Based on the test of nine hypotheses in Chapters 3 to 5, the rationalist
and constructivist narratives offer two independent and complementary
but not mutually exclusive explanations of corporations acting as norm-
entrepreneurs. They show that different configurations of factors can
lead to the same result: norm-entrepreneurship. Even after they develop
the intention, corporate norm-entrepreneurs still face various options
to enact it. The most fundamental choice for corporations contributing
to transnational governance is the one between individual or collective
norm-entrepreneurship, with the latter appearing generally more interest-
ing because of its higher degree of long-term reliability. However, even
the most favorable configuration of causal factors discussed so far only
pushes corporations toward individual norm-entrepreneurship. In search
of additional factors in the hypotheses tested in Chapter 5 that could
attract corporations to collective self-regulatory initiatives, the flexibility
of the institutional design proved to be a necessary pull factor for cor-
porate norm-entrepreneurs to ‘go collective”: none of the 10 systematic
norm-entrepreneurs engage in a fully inflexible collective self-regulatory
initiative. By inversion, this means that even when all of the discussed
conditions are in place, according to the constructivist and the rationalist
narrative, norm-entrepreneurs will prefer unilateral action unless there
exist sufficiently flexible collective initiatives in the issue area of interest
to them. However, the numerous collective self-regulatory initiatives that
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already exist indicate that this hurdle between individual and collective
norm-entrepreneurship can be overcome.

While flexibility constitutes a necessary condition in institutional designs
to attract collective corporate norm-entrepreneurship, two other character-
istics of collective governance arrangements were also identified as relevant
factors for corporate norm-entrepreneurs to engage in collective initiatives.
One of them, the degree to which an institution preserves or restricts the
autonomy of its participants, increases the likelihood of collective norm-
entrepreneurship along the rationalist path. Under the assumption that cor-
porate norm-entrepreneurs are interested in autonomy preservation, they
would prefer to engage in purely private initiatives. As outlined in Chapter 5,
the more inclusive an initiative is (and this is, above all, the case in multi-
stakeholder arrangements) the less room it leaves for corporate autonomy
and the less attractive it will be. On the other hand, in the constructivist
narrative empirical findings strongly support the view that corporations also
want to believe that the initiatives in which they cooperate are legitimate.
However, legitimacy perceptions put forward by representatives in interviews
(‘it includes the people that should be included’) do not necessarily point
to encompassing broad stakeholder participation either. After all, even the
members of the Wolfsberg Group regard it as a ‘legitimate’ initiative, in terms
of including expertise and knowledge as well as building on generally agreed
principles. Thus, corporations’ interest in legitimacy allows for very specific
notions of legitimacy and reflects participatory demands that may even be
compatible with their interest in preserving autonomy. To make collective
norm-entrepreneurship more likely, the institutional design of the govern-
ance arrangements in which corporate norm-entrepreneurs collaborate must
take into account their specific legitimacy perceptions and their interest in
preserving autonomy. In Chapter 9, the question is addressed of how the pull
factors that make certain types of collective norm-entrepreneurship more
likely than others can be manipulated in a way that also make ‘meaningful’
forms of collective norm-entrepreneurship possible. In Part III of this vol-
ume, criteria to qualify collective transnational private governance arrange-
ments as meaningful contributions to global governance are developed and
applied to existing initiatives.



This page intentionally left blank



Part 111

Evaluating Corporate
Norm-entrepreneurship

In the previous part of this volume, general explanatory patterns for cor-
porate norm-entrepreneurship were sought. On the basis of a systematic
application of existing and inductively generated hypotheses on the empir-
ical data, conclusions were formed about the relevance of a broad range of
factors for explaining corporate norm setting and norm implementation.

Part III adds a normative perspective to the political role of corporations
as norm-entrepreneurs by addressing the desirability of involving corpora-
tions in emerging postnational governance in terms of their effectiveness as
well as legitimacy. Normative reflections on governance have been heavily
influenced by Fritz Scharpf’s basic distinction between output and input
legitimacy (Scharpf 1999). Chapters 7 and 8 reflect this distinction, which
is similar to the one between governance for the people and governance by
the people. However, over both chapters, these categories are further disag-
gregated into more specific output, input and throughput related evaluation
criteria that are derived from the different disciplinary discourses in policy
analysis and normative political theory, to allow a differentiating assess-
ment of the strengths and weaknesses of corporate norm-entrepreneurship
in transnational self-regulatory arrangements.

In policy research, effectiveness is the most important yardstick for the
evaluation of private contributions to governance. The evaluation of cor-
porate norm-entrepreneurship in Chapter 7 follows this tradition and fo-
cuses on the effectiveness of different types of individual and collective
(self-)regulatory governance arrangements. The empirical cases to which an
elaborate set of effectiveness criteria is applied cover an individual com-
pany code as well as collective corporate norm-entrepreneurship in private-
private, multi-stakeholder and public-private governance arrangements. The
conceptual framework employed for their evaluation starts out from the
assumption that corporations are subjects and objects of corporate norm-
entrepreneurship. Effectiveness is thus analyzed at the actor level as well
as at the structural level. To provide a comprehensive picture of the effect-
iveness of corporate norm-entrepreneurship, at the actor level ‘output’ is
disaggregated into effects in terms of norm commitment (output in a nar-
row sense), change of behavior (outcome) and identity shift (impact). At the
structural level, further impacts are evaluated with regard to goal attainment,



170 The Role of Business in Global Governance

contributions to normative order and unintended consequences. Thus the
extended framework for analyzing the effectiveness of corporate norm-
entrepreneurship not only covers material and visible effects of corporate
norm-entrepreneurship but also includes effects on the beliefs of actors and
on the development of rules and norms in the transnational sphere.

From the perspective of normative political theory even the sophisticated
set of output oriented criteria applied in Chapter 7 would not suffice for a
comprehensive evaluation of the new political role of corporations. Chapter 8
therefore addresses legitimacy criteria that are widely recognized in political
theory: responsiveness, self-determination, accountability, and authority.
These normative standards entail theory-grounded criteria of acceptabil-
ity that go beyond the empirical legitimacy perceptions investigated in
Chapter 5 as a potential explanation for the preference of participation in cer-
tain institutional arrangements. They focus on the ‘government by the peo-
ple’ aspects of legitimacy but at the same time blur the boundaries between
input and output notions of legitimacy, taking into account the interrelated-
ness of the two. Their application follows the assumption that the legitim-
acy of corporate norm-entrepreneurship is closely linked to the legitimacy
of the transnational private governance arrangements in which this norm-
entrepreneurship takes place. Thus it can only be fully assessed by bringing
together legitimacy-providing sources of authority attributed to the actors’
level with the legitimacy demands of certain governance arrangements at
the structural and procedural level which determine the value of the former
as legitimacy providers. For reasons of coherence, the same empirical cases
are used as in Chapter 7, representing corporate norm-entrepreneurship in
individual company codes and collective private-private, multistakeholder,
and public-private governance arrangements. In addition to comparing the
legitimacy potential of corporate norm-entrepreneurship within different
actors’ configurations, special attention is also paid to whether the focus of
corporate norm-entrepreneurship is inward or outward.

Obviously, the challenges of governance beyond the state are too complex
not to involve business actors in addressing them but also are too sensitive
and ‘public’ in nature to rely on the self-regulation of actors alone who are pri-
marily motivated by the ‘business case’. Starting out from the shortcomings
identified in the previous chapters, Chapter 9 makes some policy recommen-
dations to exhaust the full potential of corporate norm-entrepreneurship as
a meaningful private contribution to global governance by providing a regu-
latory framework for ‘embedded private norm-entrepreneurship’ that could
reconcile the ‘public case’ with the ‘business case’. Thus the concluding con-
siderations return to the ‘big’ agenda of a new theory of statehood and public
goods provision in the postnational constellation. They advocate rules for the
constitutionalization of transnational private self-regulation that are based
on a Neo-Westphalian rather than supranational or heterarchical approach
to the political order of an emerging world society.
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The Effectiveness of Transnational
Private Governance

Global governance research only recently discovered the output dimension
of transnational self-regulatory arrangements (Borzel and Risse 2002, 2005;
Rieth and Zimmer 2004: 28; Conzelmann and Wolf 2007a, 2007b). Adequate
yardsticks are still sought to evaluate the effectiveness of norm and rule set-
ting by corporate actors, alone or in cooperation with states and NGOs, and
in individual or collective self-regulatory arrangements. To fill this gap, a
comprehensive conceptual framework is developed to assess the effective-
ness of corporate contributions to global governance. A consolidated model
for assessing corporate norm-entrepreneurship is introduced and applied to
select individual and collective self-regulatory arrangements.

7.1 Developing a conceptual frame for analyzing
the effectiveness of institutions

Lasswell’s query — who gets what, when, and how — remains one of the crucial
questions when analyzing the actual effects of regulatory efforts. Questions
regarding effectiveness that are common in policy analysis in the domestic
context only recently gained center stage in IR. Transnational challenges in
environmental politics (Cusimano 2000) first triggered systematic research
on the effectiveness of international regimes. Young and Levy introduced
types of effectiveness: problem solving, legal, economic, normative, and
political (Young and Levy 1999); and Oran Young distinguished between
simple and complex performance (Young 2002). Simple performance means
that an institution’s own criteria for success are met; complex performance
‘involves longer causal chains, and encompasses negative as well as positive
effects’ (Young 2002: 15; see also Breitmeier and Wolf 1993; Bomann-Larsen
and Wiggen 2004).!

Another approach to analyzing the effectiveness of institutions is
based on David Easton’s distinction among output, outcome, and impact
(Easton 1965).2 The output of an institution is defined as commitments
that actors have agreed on. Outputs can include ‘regulations, programs,
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and organizational arrangements’ (Young 1999: III; see also Huckel et al.
2007: 59). The outcome of an institution is defined as the change in
behavior of participating actors in accordance with outputs (Young 1999:
IIT). Impact refers to an institution’s contributions to problem solving,
which are considered effective if problems that led to the creation of an
institution are solved or at least alleviated (Underdal 2002). Huckel and
colleagues used this framework to analyze self-regulatory arrangements,
including business actors (Huckel et al. 2007), and address the methodo-
logical challenges, particularly the complex nature of the impact dimen-
sion. Apart from the problem of attributing causality, seemingly simple
questions, such as ‘impact on what’ or ‘goal attainment by whose stand-
ards’, have to be dealt with before carrying out an analysis (Wolf 2007;
see also Dingwerth 2004). After all, ‘effective’ corporate norm-entrepre-
neurship does not necessarily contribute to good governance. Do corpora-
tions act as norm-entrepreneurs in the public interest and, if so, to what
extent?

In Business Ethics, the effectiveness of business codes has been widely
examined yielding varying results: ‘largely counterproductive, ineffective,
insufficient, not enough, not very effective, uncertain, doubtful, little impact,
less effective than their proponents think, needed, necessary, valuable, vital,
invaluable, effective and successful’ (Kaptein and Schwartz 2008: 113). Such
studies often do not differentiate between types of business codes, such as
explicit or implicit, distinct or formal, or limited or extended prescriptions,
and are not very precise when it comes to terminology (Collier and Esteban
2007; Bhattacharya et al. 2009; Stevens 2008). As a result, the dimensions
of effectiveness measured remain elusive. Assessing the effectiveness of self-
regulatory arrangements is a challenging task, especially when it comes to
the analysis of corporate norm-entrepreneurship. A conceptual framework
for assessing the effectiveness of corporate norm-entrepreneurship is used
here that is applicable to different types of self-regulatory arrangements and
distinguishes between effects at actor and structural levels, that is, on the
corporations participating in self-regulatory arrangements, and on their
overall environment (Table 7.1).

Table 7.1 Different dimensions of the effectiveness of self-regulatory arrangements

A B C D E F
Level Output Outcome Impact
Actor Norm Change of Identity
commitment behavior shift
Structural Contribution Contribution Unintended
to goal to normative consequences

attainment order
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7.1.1 The actor level

Individual and collective self-regulatory arrangements can have various
effects on the participating actors, such as commitment to a norm, change
in corporate behavior, and change in the identity of an actor.

(A) Norm commitment can be signaled by the introduction of an individ-
ual or collective code of conduct that guides the day-to-day business
routines and underlines sustainable corporate visions and strategies.
Further indicators of such a commitment are the establishment of new
operational workflows and procedures, including revisions of the com-
pany’s organizational structure, for example, the installation of a CSR
department or a sustainability board. These procedural or institutional
outputs are the first steps toward implementation of the often vaguely
formulated code of conduct.

(B) A corporation can change its behavior in accordance with a self-regu-
latory arrangement by actively applying and implementing these new
procedures. For example, ‘whistleblower’ hotlines can be installed at
external law offices or trustable internal units for reporting violations
of new corporate guidelines, which can be investigated and penalized
if necessary. The basic difference between dimensions A and B is the
code conversion and implementation. For example, if suppliers do not
comply with a new code of conduct, they will be warned or advised to
engage in training programs and, if the situation does not improve, a
contract may be terminated.

(C) A shift in the identity of an actor implies a change in the ‘principled
beliefs’ (Goldstein and Keohane 1993: 9) that define interests, goals, and
preferences (Abdelal et al. 2006: 701). A typical example is the extension
of the financial bottom line to include social and ecological aspects. As
aresult, new corporate strategies and major investments are screened for
profit maximization and their social and ecological consequences.

7.1.2 The structural level

Effects on the structural level are commonly subsumed under the impact
label. In contrast to changes on the actor level that are limited to those
explicitly accepting a particular governance arrangement, changes on the
structural level go beyond this to include effects on third parties and the
overall political environment. They comprise contributions to a new or
redefined normative order or to the solution of the problem at hand but
they might also lead to unintended, and possibly negative, consequences.

(D) Goal attainment is a measure of the extent to which a regulatory arrange-
ment’s self-stated goals are attained over time (Young 1994: 143). It con-
siders specific and often measurable goals, targets, or benchmarks. If it
were the envisaged goal of a political regulation to reduce the percentage
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of forced labor or guarantee freedom of association in a given country, a
significant improvement would have to be shown by presenting data for
specified time-periods. However, attempts to establish degrees of goal
attainment are faced with the difficulties of retrieving sound empirical
data and the methodological challenge of attributing causality. Apart
from the self-regulatory arrangement, a number of other factors might
be influencing the degree of goal attainment.

(E) An individual or collective self-regulatory arrangement can contribute
to a system of norms and shared expectations (Parsons 1951) that go
beyond the policy field in which it was established. The more effective
a new type of sectoral regulation is, the more likely that it has an influ-
ence on collective expectations of proper corporate behavior in general
(Jepperson et al. 1996: 54) and therefore on the broader normative envi-
ronment. It can set a precedent for what public and private actors are
supposed to deliver. Role components, such as best practices developed
by individual corporations or a group of companies, might become the
principal normative patterns defining what desirable corporate behav-
ior is in general. This has wider implications on expectations of business
actors beyond a particular industry or geographical region.

(F) Finally, individual or collective self-regulatory arrangements can have
both positive and negative unintended consequences. Such externali-
ties can have harmful effects on third parties or other policy areas, or in
the shift in power relationships between public and private actors. State
actors who assign regulatory competences to private actors may become
dependent on them.

7.2 Empirical application

To identify the potential and limitations of what individual and collective
self-regulation can achieve, examples of arrangements with particularly far-
reaching regulatory scope were chosen. While these empirical cases por-
tray ‘as much corporate norm-entrepreneurship as possible’, their selection
does not prejudice the quality of their governance contributions. As an
example of an individual, entirely private, governance arrangement, the
Shell General Business Principles were chosen. Different types of collective
governance arrangements are represented by the Wolfsberg Principles, as a
private self-regulatory initiative, the UN Global Compact, as a public-private
arrangement, and the Global Reporting Initiative, as a multistakeholder
arrangement.

All these examples are striking for their high-profile membership - Shell
being one of the most important corporations of its sector, and the three
collective initiatives generally comprising almost all of the biggest tran-
snational corporations and representing the large majority of actors in
their relevant markets. Most importantly, all four initiatives take a com-
prehensive approach to regulating the issue or policy area in which they
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are engaged. The regulations they produce are extensive in their aspired
scope and therefore likely to have far-reaching effects. While Shell and the
Global Compact take an extensive but somewhat less precise approach to
regulating all aspects of business responsibility, the GRI and the Wolfsberg
Principles focus more on clearly delineated issue areas and regulate these
with very precise prescriptions.

Shell’s General Principles were established to guide the full range of Shell’s
operations and business activities. In combination with the company code
of conduct, it provides guidance on behavior and complying with inter-
nationally accepted rules and norms in various issue areas. Similarly, the
Global Compact’s norms seek to establish overarching normative princi-
ples applicable to all corporations in all sectors and all of their activities. In
comparison, the Wolfsberg Principles may seem much more limited in its
regulatory scope - the fight against money laundering. This limited goal,
however, is approached comprehensively by the Wolfsberg members and is
translated into more and more banking business areas with each additional
guidance document issued. In a similar way, the GRI’s goal of establishing
standards for sustainability reporting is furthered from a variety of angles
simultaneously, through constantly developing and improving the report-
ing standards.

7.2.1 Shell

Despite constant clashes between Shell and its stakeholders, particularly
over the company’s misconduct in Nigeria, various instances of environ-
mental degradation and bad treatment of local employees, Shell has long
been regarded as a frontrunner in CSR-related matters. Shell’s General
Business Principles represents one of the most far-reaching codes of conduct
adopted by a transnational corporation and has been selected as an indi-
vidual self-regulatory arrangement.

In 1976, a formal set of principles was set up by Shell and has been
updated on a regular basis. The principles only gained prominence in 1997
with the publication of Shell’s first Health, Safety and Environment Report
(Shell 1997). According to Shell, its General Business Principles commit the
company ‘to contribute to sustainable development, balancing short and

Table 7.2 Case selection of comprehensive individual and collective self-regulatory
arrangements

Individual Collective governance arrangements
governance
arrangements

Actor configuration Entirely private  Private-private = Public-private =~ Multistakeholder

Empirical examples Shell Wolfsberg Global Global Reporting
Principles Compact Initiative
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long-term interests and integrating economic, environmental and social
considerations into our decision making’. The Code of Conduct, introduced
in 2006, ‘guides employees on how to apply the Shell General Business
Principles in line with its core values of “honesty, integrity and respect”.
It is designed to provide practical advice on how to comply with laws and
regulations and how to relate to customers, communities and colleagues’
(Shell 2006a). The General Business Principles testify to Shell’s commitment
to business ethics and sustainable development. The code of conduct is an
80-page document with detailed guidance on how to practically implement
the Shell General Business Principles.

Norm commitment

Since theintroduction ofits General Principles and first sustainability report,
Shell has constantly reaffirmed its commitment by gradually establishing
new organizational procedures ‘to help us better manage our social and eth-
ical responsibilities’ (Shell 1998: 5). The Social Responsibility Committee
meets regularly with local staff and stakeholders and reports to the board
(Shell 2006b). Shell has acknowledged its responsibility in areas such as
human rights and climate change and has issued guideline documents for
management and training purposes. Even critics regard the company as a
significant player in renewable energy (Frynas 2005). Shell has established
internal accountability structures (Social Responsibility Committee and the
Shell Internal Audit for Fraud, Shell 2008: 35) and a helpline for staff and
business partners to report bribery and corruption concerns (Shell 2008: 32).
Mandatory internal training programs were established to give its Business
Principles more effect in practice.

However, the effects of most of these policies are not known to external
stakeholders. Some of the programs cannot be assessed due to a lack of data
access. For example, the independence of analyses of the helpline is not
guaranteed and relevant information about job security for ‘whistleblowers’
is not provided (OneWorldTrust 2008).

Externally, suppliers and partners in joint ventures are also encouraged to
adopt the Business Principles. Learning mechanisms are installed to ensure
contractor compliance (Stadler 2004: 154). To emphasize its commitment
to applying its business principles to supply chains, Shell has conducted
mandatory training courses for 2000 people in 60 countries since 2004,
when voluntary workshops did not reach target numbers. The Code of
Conduct attests to a high degree Shell’s overall commitment to its social
responsibilities.

Change of behavior

In the late 1990s, Shell spent large sums of money on communication cam-
paigns. The focus of its activities has shifted over time. Various internally
and externally oriented changes in behavior can now be observed. They
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range from requiring each country representative to complete an ‘annual
internal questionnaire’ on compliance with the General Principles (Shell
2008: 32) to the implementation of community projects to improve the
local standard of living — although the latter were criticized for being drawn
up in a nonparticipatory, top-down way (Frynas 2001: 43). Shell is consist-
ently listed high in CSR and sustainability rankings and in relevant sustain-
ability indices, setting new standards that constitute new benchmarks for
its partners and competitors.

It is difficult to come up with a firm assessment of actual changes in anti-
bribery and anti-corruption (Shell 2006a: 24-37). In the notorious case of
Nigeria, Shell is ranked far above average for implementing its anticorrup-
tion policy, showing that companies can change a deeply rooted culture of
corruption. A number of cases of bribery and fraud have been reported to
the Audit Committee of the board and the total number of violations is pro-
vided in the sustainability report along with the total number of staff dis-
missed and contracts terminated (Shell 2008: 32). This makes Shell’s efforts
extraordinarily transparent but does not answer the question of whether
Shell employees are now less involved in issues of bribery.

Shell has also started implementing its Business Principles within its sup-
ply chain. It regularly reviews its business relationships. Terminations of
contracts are possible when the suppliers fail to meet agreed criteria (Shell
2008: 32). Shell has a monitoring system in place. There are internal reports
listing the number of countries where Shell’s Business Principles is included
in contracts, the number of countries where contractors, subcontractors,
and suppliers have been screened for compliance, and the number of con-
tracts Shell cancelled and joint ventures it divested from because of incom-
patibility with the Principles. However, the data are not made available to
the public (Stratos 2007), leaving doubt about the validity of the claimed
effectiveness in day-to-day business operations. The latest OECD Watch
shows implementation problems in joint venture parts of the company
(OECD 2009). Shell has changed its behavior, but doubts remain over the
extent that the company implements its code of conduct in sensitive areas
systematically, such as supplier management and anticorruption.

Identity shift

Shell has had an identity shift since the 1990s, reflected in its statement
‘that the basic interests of business and society are entirely compatible —
that there does not have to be a choice between profits and principles’
(Shell 1998: 6). Years of civil society campaigning have taken their toll.
Shell has come a long way and acknowledged its bad record in all CSR
issues. According to Rieth and Zimmer (2004: 28-30), Shell’s gradual
acceptance of the CSR norm and continuous extension of its CSR policy at
local, national and global levels, and its change in line of argument are the
result of a process of self-entrapment. Targeted by persistent NGO pressure,
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shamed by the violation of human rights in Nigeria and accused of envi-
ronmental degradation, Shell started to reflect on its corporate strategy.
The company seemed to realize that its bad record was a result of focus-
ing only on the financial bottom line, and increasingly attempted to give
the principle of sustainability equal consideration (Shell 2009). The Chief
Executive Officer’s (CEO) public statements support this identity shift; he
reflected on Shell’s position in society in times of globalization and took
responsibility for future commitments to social investment and anticorrup-
tion measures (van der Veer 2005).3 This does not mean that Shell achieved
the full understanding of all stakeholders. At times, the basic concerns of
local communities are still ignored and the adoption of social and eco-
logical programs still have to be internally justified as an answer to bad
publicity that might harm the firm’s reputation (Frynas 2001: 44; 2005:
585-8). This indicates that every employee has not yet internalized the new
corporate policies. The credibility of its identity change is backed up by
external sources. ‘Shell meets all good practice principles for environmen-
tal and social impact evaluation, including engaging external stakeholders
in the evaluation of activities which have impacted them, being open and
transparent about evaluation results, using those results to inform future
decision making, and evaluation of both evaluation goals and evaluation
policies” (OneWorldTrust 2008). There is significant evidence that Shell
actually ‘walks the talk’.

Contributions to goal attainment

Whether the unilateral governance contributions of a single corporate
norm-entrepreneur such as Shell can have major effects on goal attainment
is questionable. Realistically, it can hardly be expected that the overall situ-
ation in social welfare or environmental conditions in Shell’s host states
(such as Mexico, Nigeria, and Russia) has changed for the better due to
Shell’s engagement. Yet, Shell’s efforts have had effects at least at the proce-
dural level. Again using the fight against corruption as an example, Shell’s
commitment to its code of conduct led to greater inclusion of civil society
organizations in problem-solving efforts. Overall, Shell’s degree of transpar-
ency also stands out in comparison to its key competitors and other major
transnational corporations, although its impact beyond the corporate sphere
remains limited. According to Transparency International’s data about
the likelihood of companies bribing public officials, the oil and gas sector
remains the top offenders. There is some improvement, notably in Nigeria.*
To what degree this improvement can be attributed to Shell’s anti-corrup-
tion efforts in this country is hard to assess. Some reports claim that the
effectiveness of Shell’s community projects was limited, small-scale (Frynas
2001: 42), and did not address the core needs of the people. According to
Frynas, less than one-third of Shell’s development projects were successful
(Frynas 2005: 587-8). Overall, Shell’s track record shows positive signs of
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improvement, for a transnational company working in challenging envi-
ronments, but has significant problems in meeting its own high demands.

Contributions to normative order

Shell’s efforts have contributed to the new public image of the extractive
industry as a whole. Its comprehensive anticorruption program and its rev-
enue transparency policy should be considered as best practice. They have
demonstrated that it is possible to fight corruption even in countries with
disastrous transparency records where a company runs the risk of losing
business to free riders (Transparency International 2008b). Shell’s activities
have been a building block for a new system of norms and rules supported
by the Extractive Industries Transparency Initiative (EITI) that aims to
improve transparency and accountability in the extractive sector.

Shell is considered as a role model for not just the extractive industry
but for companies in general as they apply modern techniques, such as
materiality analysis, and stress the importance of an external verification
of sustainability reports. Shell has cooperated with the Danish Institute for
Human Rights (DIHR) to develop corporate human rights policies (DIHR
2006) and has provided environmental best practice for the whole industry
for the protection of the Grey Whale habitat in the Shakalin region. Given
the limited degree that any single company can contribute to normative
orders, Shell has been at the forefront of the CSR movement since its early
days and has significantly contributed to the larger normative shift toward
responsibility as a value for measuring business success. The company is still
regarded as a CSR trendsetter, constantly participating in further and more
specific normative development.

Unintended consequences

Shell’s proactive implementation of its code of conduct has had consid-
erable repercussions and side effects at the structural level. The company
imposed enormous peer pressure on its core competitors, Exxon and BP,
to catch up and install similar rigid and transparent anticorruption meas-
ures. The extractive industry was able to improve and shake off its negative
public image to a considerable degree. It seems too early to judge whether
Shell contributed to elevating the overall record of business practice or
whether it merely provided the less responsible corporations with a shield
to hide behind while continuing to do business as usual. Less responsible
competitors might have taken up business opportunities, from which Shell
abstained because it considered the negative social repercussions to be too
high. There may also be a dark side to more transparency: A potential result
of Shell’s cooperation with civil society actors might be that NGOs invited
to become members of Shell’s External Review Committee (Shell 2008: 38)
may neglect their important role as watchdogs over other, less engaged
corporations.
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7.2.2 The Wolfsberg principles

Aiming to provide practical guidelines for implementing antimoney laun-
dering measures in the daily business of commercial banks, the Wolfsberg
Group represents an extremely ambitious example of a purely private
initiative. A group of 12 globally operating banks,® with the support of
Transparency International and an academic expert, initiated the Wolfsberg
Principles. There is no possibility for formal accession by other financial
institutions.

Norm commitment

Wolfsberg’s effects on norm commitment can be measured in two dimen-
sions: the quality of the normative commitments among the Wolfsberg
members and how many companies have actually committed themselves.
Member commitments to combating money laundering in their business
segments are impressive. In the 8 years since its foundation, the Wolfsberg
Group has launched 11 guideline documents and 5 sets of ‘Frequently
Asked Questions’, detailing specific behavioral requirements. Since 2004,
the Group has collaborated with the Banker’s Almanac® to operate a Due
Diligence Depository,” a web portal gathering detailed information on finan-
cial institutions operating worldwide to enable banks to judge the commit-
ment of their peers to antimoney laundering (AML). The data and documents
gathered include a detailed questionnaire on AML practices developed by
the Wolfsberg Group, which has highly increased its visibility as an AML
institution. The ‘closed club’ principle reinforces member commitments. It
strongly advocates a risk based approach by its very nature but does not aim
to cover all instances of money laundering, only those judged to be too risky
(Pieth and Aiolfi 2003a). Statements usually contain the softest judicially
significant language (Hinterseer 2002: 262-82).

The impossibility of accession and the ensuing lack of ownership by the
rest of the industry, although it is encouraged to abide by the principles
(Pieth 2006: 6; KPMG 2004: 31), leaves considerably less incentive to com-
mit for outsiders. Nevertheless, the creation of the annual Wolfsberg Forum
in 2003, where a large number of companies from the finance sector are
invited to discuss new standards, allows other banks to support the princi-
ples without being members. Approximately 50 financial institutions have
participated in the forum every year (Pieth 2007: 101). The Due Diligence
Repository reaches beyond the Wolfsberg members and asks banks world-
wide to provide information on their internal AML policies. 3783 inter-
national banks have provided documents and 2142 used the Wolfsberg
questionnaire. However, whether this can be regarded as fostering norma-
tive commitment is doubtful since the information is solicited through mazr-
ket pressure.

Wolfsberg members and other banks increasingly underscore their com-
mitment with internal activities such as staff training and establishing AML
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policies and departments. According to two surveys by KPMG, 85 percent
of internationally active banks had a global AML policy in place by 2007,
and 218 (out of 224) banks reported that they provide AML training to staff.
While it may be difficult to trace these efforts back to Wolfsberg, the same
surveys also found significantly more than the member banks acknowledg-
ing that they are heavily influenced by the group’s standards (KPMG 2004:
32; KPMG 2007: 44).8 In summary, Wolfsberg has contributed to triggering
a significant amount of norm commitment but the quality of commitment
varies between members and nonmembers.

Change of behavior

Reliable judgment of changes in behavior is rendered difficult by the gen-
eral characteristics of the banking industry — an environment of legally
protected lack of transparency. The Wolfsberg Group has not implemented
any mechanisms for ensuring that the outcomes of the initiative are trans-
parent to or accessible by the public and no reporting requirements exist.
Measuring the level of compliance with the principles is possible only to a
limited degree, by drawing on external sources. Since Wolfsberg prescribes
suspicious transaction reporting (among other things), detailed statistics
from the Money Laundering Reporting Office Switzerland (MROS)® are used
as an indicator. Table 7.3 illustrates these from 1998 to 2008. All interpre-
tations of the results have to be made with great care as it is neither pos-
sible to establish factual causation between Wolfsberg and changes in the
relevant numbers nor establish whether changes in reporting are attribut-
able to unknown fluctuations in amounts of money laundered.!° The table
includes number of reports per year and reports by all banking institutions
in aggregate as well as by the subgroup of major banks - to which the two
Swiss Wolfsberg members, Credit Suisse and UBS, belong.

Table 7.3 Suspicious transactions reported in Switzerland

Year 1998* 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Number of 160 303 311 417 652 863 821 729 619 795 851
reports

Reports by

banks

(absolute/ 128 260 234 255 271 302 340 293 359 492 572
percent) (80) (86) (75) (61) (42) (35) (41) (40) (58 (62) (67)
Reports by major

banks

(absolute/ 58 92 73 59 54 46 44 143 213 196
percent) nfa (22) (39 (29 (22 @18 (@13) @15 (39 (“43) (34

2 The first two MROS annual reports covered a business year beginning 1 April and ending 31 March of the fol-
lowing year. Reporting periods were adjusted in 2000 to cover the period from 1 January to 31 December. The
adjusted data were incorporated in this analysis.
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Although it might be tempting to attribute the 25 percent rise in total
reports in 2001 to Wolfsberg, the number of reports by the major banks sig-
nificantly fell during the same period. In contrast, reports by private banks
rose from 25 to 69, that is, by more than 100 percent. It is likely that these
banks, although not being Wolfsberg members, were highly influenced by
the release of the first set of principles. The same trends continued in 2002:
Total reports rose more than 50 percent, with those of major banks decreas-
ing and those of private banks increasing by 30 percent. MROS suspects this
change in the origin of reports is assets laundered being shifted to smaller
institutions or heightened diligence on the part of the latter. Both possi-
bilities could potentially be affected by Wolfsberg because criminals might
avoid the heightened diligence procedures of the member banks and non-
member banks might be under pressure to live up to the same standards.
No significant increase in reports by the relevant banks seems to have taken
place because of Wolfsberg’s inception.

A substantial change occurred in 2006, when reports by major banks
tripled and then increased again by 70 percent in 2007. This is especially
remarkable since the largest part of these increases can be attributed to add-
itional voluntary, not mandatory, reports in accordance with the Swiss AML
law (MROS 2008: 28). Since, in total, three new Wolfsberg documents came
into force in this period, among them the highly important overarching
frameworks, there is reason to assume that Wolfsberg effects did come into
play. The MROS refers to ‘the preventive measures implemented and the
detection of risks by the compliance services of banks’ but does not expli-
citly name the Wolfsberg Group to explain the increases (MROS 2006: 7).!!
This might have shed a more positive light on the effects of Wolfsberg but
neither low nor high reporting can adequately capture whether banks have
or have not reduced their involvement in money-laundering; low numbers
might stem from low instances of money laundered and high numbers of
reports might not include the most relevant transactions. Indeed, a recent
analysis by Global Witness found that six of the 11 Wolfsberg members are
involved in business with corrupt states and so contribute to state looting.
The report also shows that banks might report a suspicious customer but
state authorities still permit the transaction. It concludes that the Wolfsberg
Principles ‘are little more than a statement of intent and have no real power
to prevent banks doing business with dubious customers’ (Global Witness
2009: 9). There are no public records available on how much the Wolfsberg
Principles have actually been implemented; there are some indications that
effects on bank behavior have not been widespread.

Identity shift

Wolfsberg’s triggering of identity shifts seems highly important: by com-
prehensively supporting the fight against money laundering, the Wolfsberg
banks have taken responsibility for issues far beyond their narrowly defined
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business interests — and to a certain extent even contravene them. This is
highly remarkable, considering that banks have been very reluctant to take
part in CSR discourse. In fact, a central claim of the CSR agenda - that
business should be more transparent — has traditionally been understood as
opposing banker ethics, which were based on legally protected secrecy and
confidentiality. Again, this effect might be supported by the limited mem-
bership. Empirical constructivist research finds that changes in identity
are facilitated by closed-door settings that offer a small number of partici-
pants room to openly deliberate, and build trust and shared understand-
ings (Checkel 2001). Nevertheless, the small number of members offers little
to no opportunity for other banks to also engage in potentially identity
changing discourse. It could be argued that the Wolfsberg members are
aware of these limitations, considering that measures focused toward exter-
nal actors — such as the Due Diligence Repository — do not employ moral or
normative terminology but emphasize the business case to motivate others
to comply. ‘Reduce your compliance burden’ is the central motto of the
Repository. Potential identity shifts should not be overestimated given that
the activities of Wolfsberg members are restricted to one highly specific
issue area within banks, often within only a few specialized departments.

Goal attainment

In terms of the actual value of the prevention of money laundering and the
supposedly ensuing reduction in crime rates, it must be acknowledged that
it is extremely difficult to produce reliable data on such a highly secretive
phenomenon. The figures most prominently stated are between U.S.$1 tril-
lion (KPMG 2007) and U.S.$1.5 trillion (UNDP 1999), and no credible source
has estimated a decrease to any significant degree. Nevertheless, a general
shortcoming that reduces Wolfsberg’s problem-solving potential is that the
standards refer to increasing numbers of business segments but still do not
extend to retail banking — the area where presumably the largest amount of
money is laundered.

Contribution to normative order

The Wolfsberg members have influence on the formation of normative
order through contributing significantly to increasing the awareness of
money-laundering. The effects on other normative goals of globalized soci-
ety might have been less positive. AML is a relatively recent policy concern
for national and international regulators. The support of a high profile pri-
vate sector segment has helped significantly. Wolfsberg has contributed to
the substance of AML policies by setting the terms of reference for public
policy approaches, firmly establishing the risk-based approach as the ultim-
ate tool for AML (Pieth and Aiolfi 2003a). Even though it cannot be ascer-
tained which of the international law standards on money-laundering most
significantly influenced the others, there is clear evidence of convergence
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of all the standards on the risk-based model, as advocated by the Wolfsberg
Group.'?

The Wolfsberg process is hindering or at least slowing down the process
of normative expansion by focusing exclusively on the technical aspects of
how to best implement AML in the daily business of various banking seg-
ments without regard for the bigger picture of a fair and just financial sector
that ensures money being used for society’s overall welfare. This is especially
significant to corruption and tax crime, attention to which is diverted rather
than increased by Wolfsberg.!®* The member banks still largely deny any
responsibility or wrongdoing in their purely business-oriented approach to
tax evasion or fraud. Singular incidents of changes in practice are achieved
not by norms but only through pressure and force — such as in the settlement
deal between the United States and UBS in early 2009 (Browning 2009).
Similar observations hold true for corruption. The Wolfsberg members seem
to have an explicitly narrow understanding of their responsibility — even
within the ‘Statement against Corruption’ issued in 2007.14

Unintended consequences

The Wolfsberg Principles suffer from a number of criticisms that are gener-
ally applied to all international AML regulations: for example, it is doubtful
whether implementing AML should receive the priority currently devoted
to it in the financial systems of developing countries. AML procedures are
very costly, for public and private actors, and their designs to date have had
little potential to fulfill their task in developing country environments. The
local financial systems are usually not elaborate enough to be misused by
sophisticated financial crime. Consequently, the Wolfsberg Group’s ambi-
tion imposes significant costs and might hinder development of functional
financial sectors while not reaping any substantial benefits (Sharman and
Chaikin 2009). Similar problems are associated with measures such as the
Due Diligence Repository — the more it is established as a standard reference
tool for major banks, the more developing countries are forced to comply
with it and divert resources that could be invested more productively.

7.2.3 The Global Compact

The Global Compact is an example of a public-private self-regulatory ini-
tiative set up to promote corporate social responsibility and citizenship in
the new global market place. It challenges corporations to demonstrate cor-
porate leadership by embracing ten principles in the areas of human rights,
labor, environment, and anticorruption and making them an integral com-
ponent of entrepreneurial activities.

Norm commitment

Corporate commitment to the principles of the Global Compact is meas-
ured by the number of participating corporations and what companies have
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carried out to operationalize their commitments. The number of signatories
has increased steadily, from 40 in the year 2000, 2000 in 2004, to more than
5000 in 2008. Most of its members come from Europe and Latin America
(UN Global Compact Office 2009: 9). The Global Compact has also made
significant progress in attracting the world’s largest companies: in 2006, 105
companies from the Financial Times 500 listing were signatories (UN Global
Compact 2006). This number reached 164 in May 2009.15 An endorsement
of the Global Compact implies Chief Executive commitment to take action
that is necessary for effective organizational changes. More than half of
the participating corporations stated that further policies and strategies
have been developed at the Board of Directors level. A large majority con-
ducts regular internal evaluations and monitors actions taken (UN Global
Compact 2007: 9-10; 2009: 11). Although most CEOs stressed that they were
doing more than they did 5 years ago to incorporate environmental, social
and governance issues into their strategy and operations, there are a number
of internal barriers, such as competing strategic priorities and complexity
issues, that keep companies from implementing new CSR-related strategies
(McKinsey 2007: 18-19). Organizational changes, such as the introduction
of CSR or sustainability policies and departments, demonstrate a minimum
degree of institutionalization of the provisions of the initiative.

Change of behavior

The Global Compact Office describes the gap between commitment and
action as the ‘greatest challenge for the Global Compact to deepen engage-
ment by companies on a continuing basis’ (UN Global Compact 2007: 11).
Changes of behavior can be identified by looking at the compliance cul-
ture of Global Compact signatories. One indicator is the rate of submitted
Communications on Progress (CoP) — on the presumption that companies
only issue a report if there is progress to be reported.'® A closer look is taken
at the sort of action that companies took to implement the ten principles
and whether companies have engaged in partnerships to advance sustain-
ability solutions, which is one of the major goals of the initiative.

The annual submission of a CoP is the only regular activity required of
Global Compact signatories. In general, the number of reports is constantly
rising, although in 2008, of about 4000 corporate Global Compact partici-
pants, only 1800 submitted a CoP (UN Global Compact 2009: 52-3). Even
taking into account that newcomers receive a grace period of two years to
submit their first report, at least 25 percent of companies are not submit-
ting.!” A closer look at policy implementation in the various subject areas
shows significant ‘performance gaps’ (McKinsey 2007). There are remark-
able differences between activities directed at improving labor and envir-
onmental practices and those aimed at human rights and anticorruption.
While cleaner and safer products are regularly installed and, in the majority
of cases, freedom of assembly is guaranteed even in autocratic countries,
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transparent and effective human rights assessment and monitoring of sup-
pliers take place in only a small proportion of companies and anticorruption
procedures are far from comprehensive (Rieth 2009b). Overall, the reported
information focuses more on commitment and management systems than
on materiality, performance, and achievements (Fondation Guilé 2009).

Another indicator is corporate engagement in partnerships that advance
the development goals of the United Nations. In 2007, 75 percent engaged
in cross-sector partnerships, mostly of a local nature and including stra-
tegic philanthropy and social investments (UN Global Compact 2007: 42).
However, this number sharply declined to 51 percent in 2009 (UN Global
Compact 2009). A country case study on German Global Compact partic-
ipants underlines these poor results and shows that partnership projects
have been the exception rather than the rule among participants (Rieth
2009a). In summary, most corporations have started implementing new
policies only half-heartedly, focusing on the procedural side only and with
significant differences across policy-areas.

Identity shift

From the very beginning, it was the Global Compact’s core goal to embed
universal principles and values for universal benefit in markets and soci-
eties (Kell and Ruggie 1999). This requires at least partial internalization by
corporations who need to develop a new understanding of their political
role. In corporate language, a shift from shareholder to stakeholder value
orientation has to take place. The extent that this has happened can be
examined by studying Global Compact participants during the financial
crises in 2008-09. If CSR activities were extended even in times of economic
recession this is a solid indicator of a shift in the basic understanding of
what is appropriate corporate conduct.

The empirical data available paint a mixed picture. In a newspaper sur-
vey in November 2008, companies stressed that they would keep up their
CSR activities and expenditures at least at the same level or even expand
them.!® The veracity of such ‘socially desirable’ answers, which are usually
given by corporate representatives in open surveys, is questionable. Other
surveys got results that display a diametrically opposed view; CSR efforts
were significantly delayed due to recession (Booz&Co. 2009). The fact that
most companies still justify their consideration of CSR issues by pointing
to a potential business case shows that frameworks for establishing appro-
priateness have not really changed. Many CEOs recognize that they have
to maintain or boost their legitimacy record in society to create long-term
shareholder value or risk losing institutional image and reputation (McKinsey
2007: 8). Norm-related activities are still seen as a business opportunity,
not a moral issue. Consultancies with knowledge of global trends therefore
frame CSR-related issues as a business case and in risk management terms
and claim that companies committed to corporate sustainability practices
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are achieving above-average performance in the financial markets, even
during this slowdown (AT Kearney 2009).

Through their commitment to the Global Compact principles, companies
have started an overhaul of their identity, in which they reflect on their
purely profit-related utility function, adding issues that have formerly been
denied any value. Their corporate strategies are in a transitory phase from
narrow to extended market rationalism and the Global Compact has sup-
ported this process. CSR-related measures are high on the corporate agenda
and CSR is a well-known subject. Given the leadership commitment to the
Global Compact, the question is no longer if, but to what degree a company
wants to invest in CSR issues.

Contribution to goal attainment

The initial goal of the Global Compact was ‘to make [the former] nine princi-
ples part of the strategic vision and operating practices of companies every-
where’ and ‘catalyze action in support of broader UN goals’ (UN Global
Compact 2001). As these goals are more like guiding principles or visions
that cannot be properly operationalized and directly measured, this section
only evaluates trends that might serve as indicators of goal attainment of
the Global Compact.

The Global Compact has produced countless ‘how to’ guides in relevant
subject areas. Numerous case studies are on the website but have no system-
atic ordering principle. Policy dialogues on various themes and learning
forums have been organized to bring together business, states actors, and
NGOs to exchange experience and start new projects. Local networks have
been established in more than 80 countries to stimulate action. Many activi-
ties have taken place but no systematic goal attainment evaluation has been
conducted (Witte and Reinicke 2005). Initial analysis shows that it is very
difficult to achieve impact on the ground, for example, by improving the
workplace of employees in factories across different countries (UN Global
Compact Regional Learning Forum 2007; UNDP 2007). Consequently, the
Global Compact has started theme-related initiatives instead of supporting
hundreds of smaller projects, making use of its convening and issue rais-
ing power. Examples of new initiatives are the CEO Water Mandate and
the Caring for Climate initiative, which ‘provides a framework for business
leaders to advance practical solutions and help shape public policy as well
as public attitudes’.’

Despite numerous individual success stories of cross-sector partnerships,
the Global Compact has been subject to the same criticism as public-private
partnerships: project ideas were chosen with a positive input/output ratio,
not based on the biggest need (Witte and Reinicke 2005). Partnerships failed
to live up to the equity challenge. For instance, the involvement of the pri-
vate sector in energy and water projects has led to a commercialization of
services, which does not promote poverty reduction nor lead to sustainable
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solutions (Utting and Zammit 2009). Partnership projects do not always
lead to win-win or win-lose outcomes. Both may even exist simultaneously,
even for the same stakeholders, depending on which criteria are applied.
There might be trade-offs between certain aspects, for example, between
the efficiency and sustainability of large and small solutions within part-
nerships (Lund-Thomsen 2009: 74). The overall goal attainment record is
mixed. The Global Compact principles have been widely spread as guid-
ing norms. However, this mainstreaming process has not led to satisfactory
results on the ground level because the sheer volume of local projects makes
it almost impossible to keep track and coordinate them.

Contribution to normative order

The potential contribution of the Global Compact to a new normative
order concerns its impact above all on a new perception and expectations
of the role of corporations in global governance. It can be claimed that Kofi
Annan’s initial proposal actually led to a paradigm shift in the debate on the
political role of private actors. Former intergovernmental agreements, such
as the OECD Guidelines for Multinational Enterprises or the ILO Tripartite
Declaration of Principles concerning Multinational Enterprises and Social
Policy, did not significantly further the issue of corporate responsibility and
accountability in areas such as human rights and environmental protec-
tion. Voluntary nonhierarchical initiatives, like the Global Compact, con-
tributed to change in the relationship among corporations, state actors,
and NGOs (Ruggie 2004). In the wake of corporate environmental activ-
ities being labeled ‘greenwash’ (Karliner 1997) and the ‘battle of Seattle’
at the WTO Ministerial Conference in 1999 (UN Global Compact 2009),
the Global Compact laid the foundation for the emergence of a number of
new self-regulatory arrangements (Wolfsberg Principles founded in 2000;
AccountAbility 1000 in 1999; Fair Labor Association in 1999; Voluntary
Principles on Security and Human Rights in 2000) and boosted exist-
ing initiatives (Forest Stewardship Council (FSC) founded in 1993; Social
Accountability (SA) 8000 in 1997; Global Reporting Initiative (GRI) in
1999). Through its interactive mode of learning and dialogue, the Global
Compact was able to change the political climate, satisfying corporations
and appeasing NGOs (Rieth 2009c¢; see critically Ottaway 2001). Although
this approach of voluntariness and learning, rather than mandatory rules
and sanctions, has often been criticized for preventing actual changes in
corporate behavior (Zammit 2003) there can be little doubt that even with-
out any aspiration to be ‘binding’, the Global Compact has significantly
contributed to changes in the normative expectations of corporations.
Being associated with the positive image of the UN as the bearer of public
interest and in the midst of an overwhelming array of other, more issue-
specific initiatives, the Global Compact influenced perceptions of consum-
ers, shareholders, employees, and opinion leaders. The Corporate Social
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Responsibility Monitor, which documents stakeholder views on an annual
basis, stated that society’s expectations of companies have grown signifi-
cantly over the past decade in eight of the world’s largest economies, as a
result of tracking attitudes to CSR from 2001 to 2009 (GlobeScan 2009).
The most recent survey shows a particular increase between 2001 and 2005.
Demand for CSR remains strong among corporate employees and has started
to grow among investors. Over half of the respondents believe it is less risky
to invest in socially responsible companies than in socially irresponsible
companies. These are strong indicators that companies face internal and
external CSR challenges.

During the past 5 years, there has been an increase in the publication
of CSR rankings and growing importance placed on sustainability indices
at stock exchanges. Signing on to the Global Compact and actively imple-
menting the 10 principles leads to good CSR rankings and sustainability
indices (Hellsten and Mallin 2006). A positive corporate identity (Corporate
Knights 2009) gets a good assessment from analysts and demonstrates com-
mitment to internationally accepted rules and norms to the wider public.
Thus, the Global Compact has fostered demanding public expectations of
what constitutes good corporate practice and sets the trend among numer-
ous self-regulatory initiatives.

Unintended consequences

There are a number of unintended consequences of the emergence, high visi-
bility, and impetus of the Global Compact. In the beginning, corporations
were accused of taking advantage of the Global Compact to camouflage
their poor social and ecological records without any definite commitment
(Corpwatch 2000; 2002). Allowing public image campaigns and free rid-
ing without enforceable mechanisms (Knight and Smith 2009), the Global
Compact seemed to offer a shield for protecting bad corporate practice from
scrutiny rather than being a tool for improving it. The Global Compact
was suspected to constitute just another facet of corporate globalization,
with UN partnership projects only seen as reinforcing and engineering a
fundamental shift in state-market relations in the logic of neo-liberalism
(Zammit 2003; Utting and Zammit 2009: 46). The new global economic
system is thus more and more molded and controlled by global corporations
and corporate elites intending to tame rather than listen to civil society
voices (Ottaway 2001). This interpretation is supported by the fact that the
political activities of corporations are not handled by international organi-
zations with authority and sanctioning power, such as the WTO, but left to
a voluntary forum (Paine 2000). As a result, public policy goals are further
undermined and corporate power is expanded.

However, Even NGOs who originally opposed the idea of the Global
Compact decided that it was better to participate and be part of the dis-
cussion than excluded since the Global Compact made real contributions
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that were not solely at the level of the lowest common denominator, as
was expected in the beginning. Corporations committed to the ten princi-
ples cannot easily resign without risking major negative publicity. The UN
Global Compact has raised global public awareness of CSR and sustainabil-
ity issues. Even NGOs reframed their argument about government interven-
tion and mandatory regulation on CSR after positive dialogue and learning
experiences within the Global Compact (Germanwatch 2007). The Global
Compact was re-identified as a subtle step toward mandatory regulation
rather than its prevention.

7.2.4 The Global Reporting Initiative (GRI)

The GRI represents a multistakeholder initiative open to participation by
various actors, including business, civil society, labor and professional insti-
tutions. It aims to develop a globally accepted framework for voluntary
reporting on the economic, environmental, and societal activities of organ-
izations. GRI seeks to ensure quality, credibility, and relevance through
continual development of the reporting guidelines in a consensus-seeking
manner. GRI-based reports typically include a special report appendix
(Hedberg and Malmborg 2003) and apply indicators (Willis 2003) explain-
ing corporate behavioral adaptations. By increasing the transparency of
company economic, social and environmental activities, the GRI intends to
enable report users to better evaluate and compare company sustainability
performance.

Norm commitment

Norm commitment within GRI at the individual company level is measured
by looking at the total number of reports that use the GRI guidelines and
at companies’ engagement in transferring GRI reporting guidelines into the
corporate organizational structure. Currently, more than 1500 companies,
including many of the world’s leading brands, have declared their volun-
tary adoption of the GRI guidelines. According to the GRI data illustrated
in Table 7.4, 2159 company reports have been published since the launch
of the third version of the guidelines (G3). The decreasing number of G2
reports shows the growing commitment to the newly introduced reporting
standard.

Table 7.4 GRI Reports using G2 or G3%°

Year 2006 2007 2008
Total number of reports 514 684 961
G3 96 554 938

G2 418 130 23
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The establishment of new operational procedures to ensure the reporting
process can be used as a further indicator of norm commitment. Several
companies set up special management systems, including having sustain-
ability managers that coordinate the reporting process, data gathering, data
analysis, and structured data publication. Some companies established even
more specialized institutions. For instance, Royal Dutch/Shell invited an
External Review Committee?! to assess the content and process of its sus-
tainability report. However, while some companies institutionalized report-
ing internally, others outsource the whole process to PR agencies.

Change of behavior

Whether corporations declare their will to contribute to transparency and
actually change their behavior is a controversial issue. The following ana-
lysis uses the rate of corporate reports with high GRI application levels as
an indicator and investigates whether companies actively promote the GRI
reporting framework externally. The GRI Application Levels system was
established to enable GRI reporters to self-declare their level of compliance.
There are three levels: beginners, advanced reporters, and those somewhere
in between. The letters C, B, and A reflect a low, medium or high extent
of application or coverage of the GRI reporting framework. A ‘plus’ sign
designates (C+, B+, A+) whether external assurance was used for the report.
Table 7.5 includes the total number of GRI reports, with the level A or A+ as
a proxy for change of behavior.

Between 2006 and 2008 there was a total increase in the number of GRI
reports and the number of reports with application levels A or A+. More
than 25 percent of all registered reports are currently of the highest applica-
tion level. However, it also has to be noted that the GRI reporters listed are
predominantly TNCs. Although some companies have improved the trans-
parency of their supply chain, widespread changes in corporate behavior
attributable to the GRI are hard to measure. One example of a far-reaching
change of behavior is the joint project of GRI, the German GTZ, Daimler,
Otto Group, Puma, and Telefénica Group to convince suppliers of the com-
petitive advantage and reputational gains of GRI sustainability reporting.
Small and medium enterprises (SMEs) were invited to engage in sustainabil-
ity reporting and to follow the GRI reporting guidelines (Global Reporting
Initiative 2008). Significant behavior changes were caused by the GRI

Table 7.5 GRI reports with application level A and A+??

Year 2006 2007 2008
Total number of reports 514 684 961
Application level A+ 23 128 201

Application level A 10 49 73
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reporting framework, with more than a quarter of all reporters applying the
highest standards and the majority being strongly influenced by the GRI
reporting framework.

Identity shift

GRI participants have modified their reporting routine to include informa-
tion about the social effects of doing business on employees and consum-
ers, neighboring communities and the environment at large. A corporate
identity shift from shareholder to stakeholder value is hard to measure and
difficult to attribute to GRI. As in the case of the Global Compact, corporate
behavior during the financial crises in late 2008-09 is used as an indicator:
if the new norms still guide behavior in times of crisis, when the external
conditions relevant to strategic decision making based on cost-benefit con-
siderations change, internalization can provide a more likely explanation
than rationalist strategy. A clue to the shift in corporate identity may be
that companies not only continued to report but actively lobbied govern-
ments to introduce policies requiring other companies to address envir-
onmental, social and governance factors. The Amsterdam Declaration on
Transparency and Reporting, released in early 2009 by GRI’s Board, states:
‘The root causes of the current economic crisis would have been moder-
ated by a global transparency and accountability system based on the exer-
cise of due diligence and the public reporting of environmental, social and
governance (ESG) performance. The profound loss of trust in key institu-
tions is best addressed by the adoption of a global reporting framework that
enhances transparency and is informed by the legitimate interest of all
key sectors of society. A revitalized and resilient economic system will only
be sustained if it accounts for the full costs and value of ESG activity’.?® At
least some companies have turned into strong believers in the value of sus-
tainability reporting, even during financial crisis.

Contribution to goal attainment

The goal attainment of GRI can be measured by how much it has facili-
tated transparency and accountability to achieve more substantive goals
by providing stakeholders with a universally applicable and comparable
framework to understand disclosed information. The remarkably steady
rise of GRI-based corporate sustainability reporting is largely limited to
TNCs. The number of companies who formally declared their use of the
GRI guidelines is steadily increasing: in 2007 there were not more than
1500, of which nearly half (745) were based in Europe (McAusland 2007: 1).
However, approximately 77,000 transnational corporations currently oper-
ate (UNCTAD 2006: 10) and GRI reporting practices are not applied world-
wide. In particular, they do not include many SMEs, although GRI provides
learning materials, accredits training partners and provides special guid-
ance for them.?*
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Although the GRI reporting guidelines have increased the availability of
corporate data on activities and measures, which ‘put things in the right
perspective and are very likely to reflect actual company achievements’
(Kolk 2004: 59), it is still not clear whether increased corporate transpar-
ency really leads to more corporate accountability. In sustainability reports,
corporations self-declare and rarely provide the raw data on which their
conclusions are based. According to a KPMG and SustainAbility survey of
1827 sustainability report readers, 90 percent note that adherence to report-
ing standards, such as the GRI guidelines, builds trust and improves sus-
tainability reports. However, although readers, in particular NGOs, seem
to welcome sustainability reporting in general, they also suspect corporate
green-washing of activities and ask for balanced reporting on the good
and the not-so-good news to build trust and credibility. Moreover, NGOs
rarely refer to sustainability reports themselves. The majority of readers also
stressed the need to verify sustainability efforts (KPMG and SustainAbility
2008).

Progress toward improving the quality of reports seems slow when consid-
ering how few company reports gained a ‘plus’ for external verification in
Table 7.5. According to KPMG, only 22 percent of sustainability reports used
external verification for the entire report (KPMG 2005: 30). Accordingly,
whether there has been a notable change in overall corporate practice to
compare corporate sustainability is controversial (Palenberg et al. 2006).
Corporate sustainability reports still vary in content, reacting to stakeholder
demands for specific information. This has become most apparent for com-
panies in the chemicals, oil and mining industries that were increasingly
confronted with stakeholder demands for more openness and transparency
(Cashore 2002). Critics could come to the conclusion that sustainability
reporting, even when in accordance with GRI, is of little additional value
because the limited quality and incomplete content lead to corporate action
without meaning and to worthless information gathering rather than to
meaningful self-assessment processes. From this perspective and because of
the lack of verification and comparability, only a medium to low effective-
ness could be attributed to GRI goal attainment.

Contribution to normative order

There are several indications that GRI has contributed to the development
of normative order by changing the expectations of the public and cor-
porations in their demand for more corporate transparency. In 2007, the
Swedish government was the first to introduce GRI sustainability report-
ing measures as mandatory for all 55 state-owned companies in Sweden.
Through its institutional opportunities for companies to propose or lobby
for or against changes in the norm development process, the GRI report-
ing framework created shared corporate value commitments in the business
sector to sustainability reporting. This framework has become a generally



194 The Role of Business in Global Governance

accepted standard of corporate behavior for more than three-quarters of
the G250 and 69 percent of the N100 reporting companies who follow the
GRI guidelines (KPMG 2008: 35). GRI has made sustainability reporting an
expected best practice for corporations that want to take on CSR. According
to Dingwerth, the norm of nonfinancial reporting has even wider implica-
tions: ‘Discursive shifts induced or, where they already existed, supported
by the GRI include the broad acceptance of the importance of nonfinancial
reporting, widespread recognition of the relevance of the CSR agenda and a
growing acceptance of the notion that not only firms, but also civil society
organizations and public agencies should report the consequences of their
activities’ (Dingwerth 2007: 114-15).

This contribution is probably further reinforced by the link between
GRI and the UN Global Compact (Global Reporting Initiative and Global
Compact 2007). The GRI reporting guidelines help transfer the general
principles of the Global Compact into practical guidance. The G3 reporting
guidelines are applicable to the Global Compact’s annually required CoPs,
reinforcing the normative force of both.

Unintended consequences

Despite the Swedish legislation, a potentially negative consequence of estab-
lishing the voluntary GRI reporting framework at the global level may be its
contribution to preventing more mandatory reporting by national or inter-
national law. Currently, the GRI still lacks any ‘shadow of hierarchy’ and
does not have binding enforcement mechanisms to ensure an even more
widespread application of the reporting standards. Its voluntary nature may
hinder sustainability reporting and slow down more far-reaching changes
in normative expectations about what constitutes good corporate conduct.
Another criticism is that GRI achieves the opposite of what it claims: Instead
of increasing corporate transparency through providing comprehensive
reporting guidelines, the extensiveness might actually result in a new lack
of transparency. In the bulk of detailed information, important facts can
be hidden. Another potential effect may be that by requiring highly pro-
fessionalized reporting, GRI reinforces the trend to outsource corporate
sustainability reporting and so precludes the desirable learning effects of
thorough self-evaluation.

7.3 Comparing the effectiveness of
self-regulatory arrangements

The types of self-regulatory arrangements presented in this chapter pro-
vided some strong indications that a role shift of corporations has taken
place during the past decade, from political objects to ambitious political
subjects. The results of the empirical analysis of four new types of self-
regulatory arrangements have shown that the introduction of new modes
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of transnational governance have started off general debates within and
among business actors about the relevance of corporate social responsibil-
ity in general and, more specifically, of sustainability reporting and other
sensitive issues, such as antimoney laundering. Companies have committed
to new norms and have taken the first steps in implementing their commit-
ments. As frontrunners, corporate norm-entrepreneurs have made signifi-
cant contributions to establishing a new normative order that has increased
expectations of companies.

Although corporations have made efforts to find new ways of hand-
ling new political challenges, they have only changed their actual behav-
ior slightly. As the empirical analysis has shown, there is still a large gap
between norm commitment and change of behavior, contributions to a new
normative order and progress in goal attainment. An identity shift within
companies has been triggered but has not yet fully translated into organiza-
tional changes. The line of argument for justifying engaging in responsible
business behavior has changed but corporate practice still lags considerably
behind.

Based on this analysis, the different types of self-regulatory arrangements
are assessed. What kind of governance contributions are they likely to
achieve and what kind of governance gaps left by them have to be addressed
by other forums within the broader institutional architecture of global gov-
ernance? Table 7.6 summarizes the results.

The effectiveness of unilateral governance arrangements — company level

As shown by the Shell case study and summarized in Table 7.6, the potential
reach of a single company code can be tremendous. Effects were strongest
at the actor level and on norm commitment and identity shift. Even at the
structural level, the company’s policies were influential in the development

Table 7.6 Effectiveness records of self-regulatory arrangements

Norm Change of Identity Contributions Contributions Unintended
commitment behavior  shift to normative  to goal consequences
order attainment
Shell General
Business
Principles and
Code of Conduct  High Medium High Medium No Medium
Private-Private
(Wolfsberg
Principles) High Low Medium High Low High
Public Private
(Global Compact) High Low Medium High Low Medium

Multistakeholder
(GRI) Medium Medium Medium High Low Medium
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of the larger normative order and affected an entire industry through the
establishment of best practices, and then serving as role models. Although
companies might not change their behavior in all issue areas in accord-
ance with their codes, at least some pilot activities have been launched and
awareness is being raised among management, employees, and stakeholders.
Unsurprisingly, contributions to goal attainment remain necessarily limited
since an individual company’s behavior is unlikely to provide the solution
to large-scale, multicausal, societal problems. This limitation is reinforced
by the negative externalities that result when the positive behavior change
of one company offers opportunities for free riding to other companies.
Nevertheless, the corporate norm-entrepreneur Shell gives the impression
that comprehensive and rigid implementation of unilateral self-regulatory
arrangements can constitute a useful contribution to effective transnational
governance. It will always have limited reliability due to its voluntary nature
and possible corporate strategy shifts.

The effectiveness of collective governance arrangements — private-private

Collective but exclusively private self-regulatory arrangements seem to
share a lot of the potential and limitations of individual corporate norm-
entrepreneurship. As Table 7.6 shows, there are significant shortcomings in
achieving changes of behavior and goal attainment. When business actors
get together voluntarily and are ready to rethink their concept of responsi-
bility, the collective process is likely to reinforce individual commitments
and identity shifts. It is particularly striking that this can also happen in a
sector with a traditionally high resistance to taking on responsibility for
anything beyond conventional client confidentiality. However, the achiev-
able identity shift is structurally limited in purely private-private constel-
lations. In the Wolfsberg case, this is due to the limited substantive scope
of the Wolfsberg Principles, which covers only money laundering, and due
to the fact that little external expertise and ideas are brought to the table.
Nevertheless, they can have far-reaching impacts on the normative order.

Again, goal attainment and changes in behavior remain limited, the lat-
ter scoring even lower than in the individual company case. This might be
because of the well-known argument that collective action problems lead to
lowest common denominator solutions. A lack of enforcement instruments
impairs effectiveness. Without external assistance, it seems difficult to
achieve the goals advanced by the corporations alone, even more so because
significant negative consequences can emerge.

The effectiveness of collective governance arrangements — public-private

The Global Compact shows the potential strengths of public-private self-
regulatory governance arrangements in the areas of norm creation at the
structural level and norm commitment at the actor level. The particular
institutional quality of governance arrangements that enables new space
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for discussion among diverse and sometimes even hostile groups of actors
carries a distinct normative power. If the public side is represented as visible,
strong, international and reputable, as in the case of the Global Compact,
the likelihood of normative effects at the actor and structural level is
increased. Owing to the broader publicity and the potentially higher (posi-
tive or negative) repercussions of the success or failure of public-private ini-
tiatives, high-level management involvement and backing by the CEO or a
board level representative may guarantee stronger norm commitment. This
can translate into organizational change or agenda shift within a company.
The generally positive public image of public-private initiatives has a lever-
age effect on public reception and on other companies that also want to
improve their public image. However, strong normative shifts often start
by being regarded as add-ons, used in public statements but not in stand-
ard operating procedures where ‘business as usual’ still dominates. This
explains the lower record of changes in behavior and goal attainment. The
latter may be further inhibited by a vague goal description, another likely
result of the problematic consensus-finding process within a public-pri-
vate undertaking, or the fear that a voluntary initiative might mutate into
stricter forms of regulation in the future. Goal attainment in public-private
projects, precisely because of their broad normative aspirations, is rarely a
straightforward venture but very often involves complicated trade-offs that
were underestimated beforehand.

The effectiveness of collective governance arrangements — multistakeholder

Generalizing from the GRI case, multistakeholder initiatives, while gener-
ally having only medium effects over most dimensions, can make strong
contributions to normative order. In collaboration, state and nonstate actors
seem to be particularly able to agree on setting norms and thus determine
collective expectations on proper corporate behavior (in this case: trans-
parency) and concrete behavioral standards by which these norms can be
applied (here: reporting). However, the positive effects of multistakeholder
initiatives at the actor level are not as far-reaching as one might expect.
Although there is a trend among companies toward increased norm com-
mitment and adopting the new standards developed in a multistakeholder
setting, companies seem to feel obliged to follow the general spirit but not
necessarily fully comply with it. This is also reflected in the limited effects
on a possible identity shift of companies. The fact that too many actors are
involved, applying and interpreting the standards according to their needs,
might hinder cognitive reinforcement and limit the potential for goal attain-
ment. As shown, none of the participants was willing to pay high monitor-
ing and enforcement costs. It seems that multistakeholder initiatives require
additional qualities to be effective, such as independent verification mecha-
nisms, which are obviously difficult to achieve when no public ‘shadow of
hierarchy’ or a functional equivalent exists.
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Limits of private self-regulation — an agenda for governance

The following observations can be made from the far-reaching case studies
on the overall potential and limits of governance contributions by the dif-
ferent types of self-regulation involving corporate norm-entrepreneurs for
the provision of public goods.

Self-regulation of all types triggers effects on all dimensions of effective-
ness — with the single exception of individual company self-regulation, with
its particularly limited influence on goal attainment. This result cannot be
underestimated as it demonstrates impressively that self-regulation should
not be ignored as a potential private contribution to global governance: It
is an influential phenomenon that should receive empirical and norma-
tive attention. A second observation results from disaggregating the various
dimensions of effectiveness. Self-regulation has considerable strengths in
certain areas and distinct shortcomings when it comes to achieving changes
of corporate behavior and improvements in goal attainment. Significant as
both of these limitations might be, it remains unclear whether public or
hierarchical types of regulation would be more successful than the voluntary
approach. The search is still on for an institutional architecture for governance
beyond the state in which the interplay between governance arrangements
compensates for the shortcomings in public good provision of each one.

Goal attainment is unlikely to be achieved within single self-regulation
efforts. All critical problems in the social world are of a multicausal nature
and demand comprehensive, multiangled governance approaches. Self-
regulation by corporate norm-entrepreneurs generally follows an opposite
functional logic. It usually disaggregates the social world into intra-sectoral,
or even intra-business, issues that are then approached via highly precise
sectoral rules and standards. A plurality of self-regulating initiatives tack-
ling comparatively isolated aspects of the social world has emerged. Goal
attainment — more than other dimensions of effectiveness — will often fail
because of limited or nonexisting linkage management between the func-
tional self-regulatory arrangements. Their growth in number leads to grow-
ing regulation of issue areas and growing numbers of uncontrolled holes
and unmanaged overlaps and externalities. These problems are supported by
the unintended consequences that result from disaggregated self-regulation.
All of the initiatives under scrutiny here had strong effects on this dimen-
sion and manifold negative externalities that remain unaccounted for. Self-
regulation does not seem to be able to control the problems it creates.

In terms of the possible strengths of self-regulatory efforts by corporate
norm-entrepreneurs, the case studies showed the strongest effects in con-
tributions to the normative order, directly followed by reinforced norm
commitment and possible identity shifts. The implication of this finding is
remarkable: corporations are increasingly developing a new understanding
of their responsibilities in society, their normative frameworks are changing
and the process is significantly reinforced through voluntary mechanisms
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of self-regulation. Self-regulatory arrangements provide guidance to compa-
nies when former yardsticks and terms of reference for business decisions
are no longer considered appropriate. They can break with an existing tradi-
tion of ‘business as usual’ and reinforce normatively guided solutions as the
‘right solutions’.

While hierarchical and mandatory regulatory approaches relying on the
‘shadow of hierarchy’ provided by statehood may seem more effective in
ensuring compliant corporate behavior, functional equivalents can work
if comprehensive and extensive monitoring or other forms of — positive
and negative — sanctions are in place. In addition, private self-regulatory
approaches then also have the ability to contribute to corporate identity
shifts.

However, the findings on the effectiveness of private norm-entrepreneur-
ship in different settings have to be weighted carefully: ‘Effectiveness’ does
not necessarily imply good governance contributions in terms of serving the
public good. This becomes evident when looking at the influence on the lar-
ger normative order. Corporate self-regulation can effect significant changes
in normative expectations, as the Wolfsberg Principles, the Global Compact,
and GRI have shown. Corporate influence must not be misunderstood as an
automatic advancement of the public good. The influence of private actors on
norm setting can also result in an infiltration of normative orders by private
interests. The new rules might serve the business case more than the public
case. Trends in this direction are evident in the Wolfsberg example, where a
cost-efficient and risk-based approach to money laundering was promoted by
private institutions and is now enshrined in various public rules. An import-
ant implication is that private self-regulation, despite its significant potential
for positive achievements, always needs to be linked to the public case.

Having devised and developed a number of self-regulatory arrangements,
corporations have gained importance as political actors and lost their pol-
itical innocence. They can no longer hide behind the division of labor
between public and private actors and regard themselves as mere rule takers.
As rising co-performers of governance functions, they share responsibility
for the development and failure of the global governance project. Although
they are not expected to take the public case for self-regulation as seriously
as the business case, their governance efforts will have to be embedded in
an institutional architecture that guarantees the link.

Notes

1. This general differentiation is also taken up in the conceptualization of the effec-
tiveness of transnational public-private partnerships by a research team at Freie
Uuniversitat Berlin. They added different stages of the policy cycle to the sim-
ple performance dimension and discussed potential side effects of self-regulatory
frameworks — concrete findings of the project are not yet available (Schaferhoff
et al. 2007: 13-23).
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14.

. The following explanatory notes are based mainly on Rieth et al. 2007.
. See also BBC News 2004: Shell admits fuelling Corruption, http://news.bbc.

co.uk/2/hi/business/3796375.stm, date accessed 16 December 2008.

. http://www.transparency.org/news_room/in_focus/2008/bpi_2008, date accessed

30 December 2008. The situation within host states such as Nigeria gradually
improves; the score rose from 1.6 to 2.7, bringing Nigeria from rank 144 to 121
in the annual Transparency International Corruption Perception Index: http://
www.transparency.org/policy_research/surveys_indices/cpi/2004; http://www.
transparency.org/policy_research/surveys_indices/cpi/2008, date accessed 3
January 2008.

. Due to fluctuations within the industry caused by mergers, 11 member banks

currently remain.

. http://www.bankersalmanac.com/default.aspx, date accessed 12 May 2009.

http://www.wolfsberg-principles.com/diligence.html and http://www.banker
salmanac.com/addcon/products/due-diligence-repository.aspx, date accessed 12
May 2009.

. To a certain extent, it is possible that this form of heightened expertise within

the Wolfsberg institutions has led to decreases in reports to authorities because
they no longer report anything mildly suspicious but feel better equipped to
judge for themselves what might constitute a crime. This implies that the overall
effect of Wolfsberg on the identification of money laundering activities might
not be visible from increased or decreased reporting numbers, as procedures
might simply have been rendered more efficient. This was the major goal of
member banks (Pieth and Aiolfi 2003a).
http://www.fedpol.admin.ch/fedpol/en/home/themen/kriminalitaet/geldwae
scherei.html, date accessed 12 May 2009.

Other potentially significant influence factors include the revision of the FATF
recommendations in 2003 and the increased focus on the prevention of the
financing of terrorism since 9/11 in 2001. Regarding the significant increase
in total reports in the first years, they most likely result from increased aware-
ness and implementation in the follow-up to the Swiss Anti-Money-Laundering
Law of 1998, which prescribed mandatory reporting for certain indicators and
encouraged voluntary reporting for others.

In 2008, it attributes the increases mainly to the Raiffeisen Banks - nonmembers
of Wolfsberg (MRO 2008: 7).

There was probably considerable mutual influence as, for example, the original
Wolfsberg Principles drew heavily on Swiss law as well as on the Swiss bank-
ers’ associations self-regulatory codes; the Basel Statement of 2001 further influ-
enced the Wolfsberg review in 2002, which in turn heavily impacted on the
FATF 40 recommendations review in 2003.

A similar argument - that the very technical approach by the Wolfsberg Group
is detrimental to the fight against corruption - is also sometimes made by rep-
resentatives of Transparency International. Statements to this effect were gath-
ered in participatory observations at conferences such as the 3rd International
CSR Conference ‘Corporate Responsibility and Governance’, 8-10 October 2008,
Institute of Management, Humboldt-Universitdt zu Berlin.

Statements such as ‘without further information, it is not possible for finan-
cial institutions to make a distinction between accounts and transactions asso-
ciated with corruption, and those accounts and transactions that have a legal
and sound commercial basis’ and ‘[T]he primary responsibility to ensure that
funds are neither collected nor used for illicit operations, including bribery, must
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rest with a financial institution’s customer or that customer’s representatives’
(Wolfsberg Group 2007) seem to imply major steps back in the extent of respon-
sibility assumed in AML measures. They can only be interpreted as hindering the
spread of normative orders in the financial sector.

UN Global Compact Homepage, date accessed 16 May 2009.

The publication of a CoP does not necessarily imply that a company has made
progress on the implementation of 1 of the 10 principles. At least a CoP reflects
the efforts of a company and describes actions taken. External readers have the
chance to question statements made in the CoPs.

A company holds an ‘active status’ if it complies with the CoP policy because it
joined the Global Compact within 2 years or has met the annual CoP deadline.
Companies that fail to produce a CoP within 2 or 3 years receive the ‘noncom-
municating’ status or are delisted from the Global Compact homepage.
Handelsblatt, 24 November 2008, p. 20.

UN Global Compact Homepage, date accessed 15 May 2009.

Inquiry based on the GRI Reports List; see http://www.globalreporting.org/
NR/rdonlyres/E033E311-68E7-41F9-A97F-9F3B94F3FE40/2813/Copyof1999
2009reportslist_6May.xls, date accessed 19 May 2009.

For more details about the Shell External Review Committee, see http://sustaina
bilityreport.shell.com/2008/measuringourperformance/externalreviewcommittee.
html, date accessed 13 May 2009.

Inquiry based on the GRI Reports List; see http://www.globalreporting.org/
NR/rdonlyres/E033E311-68E7-41F9-A97F-9F3B94F3FE40/2813/Copyof1999
2009reportslist_6May.xls, date accessed 19 May 2009.

For the full text of the ‘Amsterdam Declaration on Transparency and Reporting’,
see http://www.globalreporting.org/NewsEventsPress/PressResources/PressRelease
10March2009.htm, date accessed 10 June 2009.

For more information on the GRI reporting framework and related documents,
see http://www.globalreporting.org/AboutGRI/WhatWeDo/, date accessed 19
May 2009.
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The Legitimacy of Transnational
Private Governance

Engaging in norm-entrepreneurship is not something normatively ‘good’
in the sense of serving or aiming to serve the public interest. Therefore,
corporate norm-entrepreneurship does not answer but raises the question of
its potential to increase or even harm the legitimacy of governance beyond
the state in a postnational constellation. The answer to this question is of
paramount significance for any attempts at designing a future institutional
architecture for global governance that reconciles the demands of effec-
tive public goods provision raised by policy research with the legitimacy
demands normative political theory addresses to decision making processes
and the institutions through which they are provided. In other words, what
can be the role of corporate norm-entrepreneurship? What kind of transna-
tional private governance contributions should be promoted or ruled out for
normative reasons?

Applying these questions to individual and collective self-regulatory
arrangements in which corporations set and implement norms is not a self
evident exercise but should be based on certain explicit premises. The first
and foremost of these premises is that we have to subscribe to the view that
transnational private governance and the norm generating and implement-
ing activities performed by corporations in this conduct qualify as polit-
ical activities and thus create certain responsibilities. This assumption is
far from Milton Friedman'’s (1970) classical doctrine that ‘the social respon-
sibility of business is to increase its profits’. Corporations’ participation in
the ‘co-performance of governance’ (Schuppert 2008) calls for a rigorous
reassessment of Friedman'’s statement as it does not reflect the privatiza-
tion of governance and how public and private actors are redefining their
political roles (Florin 2000; Fuchs 2005; Wolf 2008). The newly emerging
governance patterns include private actors who have taken on authorita-
tive roles and regulatory functions (Cutler et al. 1999a; Hall and Biersteker
2002). Compliance basically relies on the use of ‘soft power’ (Nye 1990),
that is on creating ‘a sense of obligation rather than coercion’ (Cutler et al.
1999c: 359), as in the case of best practice. But each company code that
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governs supply chains, for example, interferes with the addressees’ right to
self-rule or self-determination on the norms they promote, even if it may
not involve the exercise of power in a formal sense and although it may be
voluntary and lack legally binding enforcement mechanisms. Obviously,
corporate norm-entrepreneurs claim authority for making decisions about
setting and implementing collectively binding rules and norms and may
even seek compliance by de facto coercion, using the structural power they
have at their disposal. There can thus be little controversy over the legitim-
acy demands raised by the involvement of private actors in norm setting and
norm implementation because it implies exercise of private authority, by
setting binding normative standards, with the aim of governing behavior.

The following normative considerations do indeed start out from the above
mentioned premise that individual and collective self-regulatory arrange-
ments in which corporations set and implement norms are of a genuine
political nature. Therefore, like any public governance activities conducted
by governments or international organizations which aim at establishing
collectively binding rules of behavior, they raise and have to meet certain
legitimacy demands. However, before the legitimacy potential of the highly
varied types of transnational private governance initiatives can be meas-
ured, normative standards are required, against which transnational pri-
vate governance can be adequately measured. Such a normative framework
should be as open as possible in order to help find legitimacy potential. It
should extend the range of legitimacy demands beyond output effective-
ness and also include the input and throughput dimensions of legitimacy
that are essential to democratic self-government and refer to legitimization
through participation and accountability (Scharpf 2000b: 102). Last but not
least, such a framework should also take into account the fundamental dif-
ferences between governance by, with, and without the state.

8.1 A governance perspective on the legitimacy of
corporate norm-entrepreneurship

The new regulatory state is less keen on running things ‘from above’ than
on enabling, regulating and monitoring self-regulation which relies heavily
on the participation of nonstate actors. If we subscribe to the view that
statehood is in transition because of the insufficiency of the model of hier-
archical governance by and within the state, a concept of legitimacy has to
be developed which is applicable to the emerging postnational governance
patterns. Conceptualizing such postnational legitimacy criteria for private
contributions to governance can only work within a paradigm that dissoci-
ates political legitimacy from what the state does or fails to do and addresses
the issue of legitimacy in the absence of the legal authority of the state (or its
supranational equivalent). After all, only a small part of transnational pri-
vate governance activities occur in a context where private participation is
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the result of any public authorization; self-authorized and nonelected forms
of representation are the rule.

The governance paradigm offers a conceptual framework which is open
to the multilevel, multiactor, and multimode reality of transnational gov-
ernance processes. In contrast to a state centered perspective on legitimacy,
it allows us to go beyond the notion ‘that legitimacy for these institutions
requires the same democratic standards that are now applied to states’
(Buchanan and Keohane 2006: 405). This does not render input legitimation
with its demands for participation and self-determination, nor throughput
legitimation with its demands for accountability and power control super-
fluous. However, while such basic normative criteria remain valid, neither
the governance paradigm nor normative political theory can so far offer an
operational set of concrete standards for measuring legitimate governance
in the postnational constellation as coherent as the one employed when
dealing with the territorial state majority democracy.

This lack of a coherent understanding of how democratic governance
can look like in the emerging postnational constellation may be partially
explained by deformalized and deinstitutionalized politics which has
shifted the emphasis from the institutional to the procedural dimension
of politics. While accustomed concepts of legitimacy are closely related to
the existence of certain institutions — first and foremost those of the (demo-
cratic) state — here the legitimacy issue is analyzed in a highly fragmented
landscape of very different governance arrangements in which horizontal
governance modes involving nonstate actors have gained more and more
prominence. However, deformalization does not mean that legitimacy
demands on the institutional and procedural environment in which cor-
porate norm-entrepreneurship is embedded lose any of their importance.
Given the widespread suspicion that private actors, in particular, are not
automatically geared toward the general interest when they set and imple-
ment norms, the opposite is the case. However, institutional demands for
legitimacy in transnational private governance arrangements have to take
into account the fact that such initiatives no longer take place within insti-
tutional settings that are comparable with those we know from the state and
therefore cannot be checked and balanced by the mechanisms available in
the domestic political setting.

As long as there is no single and undisputed model of legitimate private
governance, it seems reasonable to proceed by putting together a tool kit
of criteria derived from normative political theory which, applied in com-
bination, can provide a comprehensive evaluation of the legitimacy of
corporate governance contributions from as many different angles as pos-
sible. This tool kit is based on the following normative principles: respon-
siveness is the normative complement to the effectiveness criteria used in
Chapter 7 for evaluating the output legitimacy of corporate norm-entrepre-
neurship. Input legitimation through participation serves the basic right of
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self-determination. Public accountability refers to the control of the abuse
of power and to the throughput dimension of legitimacy. It depends on
a minimum level of transparency as a prerequisite for evaluating the per-
formance of self-regulatory arrangements. While these criteria address the
normative qualities of governance institutions and procedures, authority is
added as a normative criterion to identify and evaluate the additional legit-
imacy potential that originates from characteristics of the different public
and private actors themselves.

Using these output, input, and throughput related legitimacy concepts,
all of which are important in evaluating private contributions to govern-
ance, allows a broad range of normative concerns to be covered that make
up the rational and democratic qualities of political processes. The criteria
measure whether corporate governance contributions are guaranteed reli-
able responses to collective action problems and address concerns in the
public interest (responsiveness). They seek the extent to which the addressees
of corporate governance contributions have a say in the decision making
process (participation), and whether and how far corporate actors can be con-
trolled and made accountable for their performance (accountability). Finally,
at the actors’ level, the criteria address the sources of authority with which
corporations can justify the legitimacy of their claim to take on political
roles (authority).

Although all four criteria establish distinct normative yardsticks, context-
ualization makes their interconnectedness obvious: Processes of norm set-
ting and norm implementation can differ in content. They can concern
general standards of appropriate behavior, the establishment of institutional
settings for the distribution and control of power or technical standards. At
each of these levels of governing, the sources from which different types
of actors derive their claim to set norms can provide more or less valuable
entry tickets.

The value of the authority currency at the disposal of different actors
depends on the mode of governance which may be based on ‘vote’ or
‘voice’. Legitimacy problems concerning self-rule and the control of power
are mitigated or enhanced depending on how decisions are made, ranging
from voluntary self-commitments to committing others to legally binding
rules. Finally, legitimacy demands depend on the scope of the governance
arrangements in which corporate norm-entrepreneurship is embedded and
may have an inward or outward focus.

8.1.1 Responsiveness — the normative complement to
effectiveness for measuring output legitimacy

Raising the question of legitimacy within the governance paradigm has often
given rise to skepticism. At the heart of this is the supposed shift in under-
standing politics not in terms of the use and control of power but, rather,
in terms of acting in the public interest and solving problems in a society
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(Mayntz 2005: 12). Indeed, when one of the most prominent political advo-
cates of global governance, Kofi Annan, first addressed the issue of inclusion
and called upon ‘partnerships involving governments, international organ-
izations, the business community and civil society’ (Annan 1998) at the
World Economic Forum in January 1998, the underlying notion of ‘partici-
patory governance’ had an output biased core. It is primarily guided by the
expectation that more participation will result in more effective problem
solving and in better compliance by those included in governance processes
beyond the state. Participation thus becomes a rational choice as a means
to reach certain ends: more effective governance by mobilizing additional,
nonstate problem solving resources. This is far from ascribing ‘more citizen
participation’ a value in its own right. When it comes to defining legitim-
acy criteria for corporate contributions to governance, this output bias of
the governance debate needs to be addressed and balanced. This does not
mean skipping output concerns about legitimacy altogether. The usually
voluntary nature of private actors’ policies and activities sheds light on a
particular aspect of output legitimacy: the responsiveness and reliability of
private governance contributions. There are some objections to the criticism
that private actors, unlike governments, act voluntarily and are not obliged
to act in the public interest. After all, in the international sphere, the gov-
ernments of individual states do not have any obligation either to act in
anything more than their national, that is, ‘private’, interest. In both cases,
public and private actors alike, the ‘public interest’ proof ultimately lies in
the quality of the norms they advocate.

Corporations are not legally obliged to respond to collective action prob-
lems in the public interest. The voluntary nature of private self-regulation
implies that private actors may decide to self-regulate, but they may also
(and have the power to) opt for nonregulation. Furthermore, the reliability
of private governance contributions is further diminished by the fact that
private norm-entrepreneurs usually mandate themselves. This raises ques-
tions of responsiveness: How can it be assured that private self-regulation
is regardful of peoples’ demands and that action deemed necessary by the
public is taken? The responsiveness of private norm-entrepreneurship must
therefore be guaranteed by further conditions to ensure that corporate con-
tributions to setting and developing norms are close to peoples’ demands
and that the necessary action is taken.

8.1.2 Participation and accountability: the input and
throughput dimensions of legitimacy

Despite the inapplicable institutional and procedural answers that the terri-
torial state majority-democracy model has to offer when dealing with input
and throughput demands on governance beyond the state, the basic nor-
mative challenges still apply within the context of more informal transna-
tional governance arrangements. In this realm, authentic participation and
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effective accountability mechanisms still remain two fundamental norma-
tive standards for evaluating whether a fair chance of access is ensured for
those who are affected by the decisions and to what extent the addressees of
private governance contributions have a say in the decision making process.
General claims for more direct citizen participation in order to meet these
input demands of legitimacy and protect the right of self-determination
have raised critical questions: Given the participatory potential of opening
governance arrangements to all kinds of nonstate stakeholders, can it be
assumed that more privatization and deformalization, which are only two
ways to circumscribe this change, will make governance beyond the state
any better in a democratic sense?

A standard criticism fuelled by such trends toward privatization and
informalization is the lack of accountability in governance beyond the state
(Koenig-Archibugi 2004). This criticism underlines the importance of pro-
cedural legitimacy demands which guarantee transparency, and checks and
balances to control the use of de facto power of private actors making gov-
ernance contributions as norm-entrepreneurs. Although in the domestic
and transnational realms the same standards of accountability should be
applied to whether and how far those who govern can be made account-
able by those governed, it would be misleading to assume that the same
mechanisms for ensuring accountability are applicable in both spheres. The
domestic model of democratic accountability guaranteed by the state with
legally binding sanctions can only work in the ‘shadow of hierarchy’. As
long as the transnational sphere is characterized by a ‘shadow of anarchy’,
this underlines the need for more specific procedural mechanisms that
increase the accountability of private norm-entrepreneurs under conditions
fundamentally different from those within the state.

Accountability mechanisms are required that are functionally equiva-
lent (see Rosenau 1998; Buchanan and Keohane 2006) to the democratic,
state provided accountability mechanisms of institutionalized checks and
balances which hold public actors responsible and ensure effective power
control via electoral processes. Nonstate actors are usually not account-
able to any electoral constituency, only to their supporters, members, or
shareholders. How can responsible actors be identified (criteria of transpar-
ency and information) and rewarded or punished (criterion of sanctions)?
In search of such functional equivalents the lack of legal (or democratic)
accountability measures in the transnational sphere may - at least to some
extent — be compensated by social (or reputational) and market mechanisms
of accountability. Even within governance contexts where the authority
of private actors does not rest on public authorization — and that may be
withdrawn when they abuse their power - their regulatory competencies
need the approval of professional peers or the wider public, depending on
whether their claims to norm setting are based on their own moral or pro-
fessional authority.
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In each case, and similarly to elected politicians who can be discharged
in the domestic context of a majority democracy, private actors may be held
responsible for their governance contributions: formal entitlement may be
withdrawn and legal action may be taken against them when private norm-
entrepreneurship has been mandated by the state; the credibility of their
moral and professional authority may be lost, and subsequently their public
acceptance, financial support or peer reputation, when reporting require-
ments are not met or peer reviews are negative. All these market based and
reputational checks can be regarded as accountability mechanisms func-
tionally equivalent to those within the political system of the democratic
state. Of course, they require a functioning market, an open public, and -
above all — robust commitments to accountability standards. The commit-
ments are reflected in the existence of concrete accountability measures that
form part of the institutional design of a public-private or multistakeholder
governance arrangement, such as reporting requirements or independent
review procedures.

8.1.3 Actor-related legitimacy criteria based on sources of authority

Legitimacy criteria may refer to institutions and governance arrangements
and to actors’ characteristics. Actors, such as governments, parliaments,
international or supranational organizations, NGOs and business corpo-
rations, can contribute to the legitimacy of governance in different ways,
depending on the sources of legitimacy relevant authority that are avail-
able to them as public or as private actors. Normative objections to a more
direct involvement of private actors in the decision making phases of gov-
ernance processes are usual because of the lack of democratic legitimacy
in nongovernmental actors. In fact, many NGOs and all business corpora-
tions are not organized in a democratic fashion, but are usually hierarch-
ical (this applies to NGOs such as Greenpeace and to business corporations
alike).! Nonstate actors may indeed lack basic qualifications for government
functions. However, this deficit has to take into account that the modes of
governance that prevail in transnational private governance arrangements
differ from those within the democratic state. This implies that the qualifi-
cations required of those who want to participate may be different as well.
What this means in terms of adequate normative assessment of private
norm-entrepreneurship is discussed later in the introduction to the different
sources of authority that different types of actors have at their disposal.

In the context of the state, political authority is traditionally regarded as
legitimate if it is held by a legally authorized body. This concept of legitim-
acy is reflected in the general recognition of the state as the only political
actor with an authorized claim on the legitimate use of physical power.
The notion of ‘private’ authority would be the prototype of a contradictio in
adiecto if an approach to understanding the concept of authority was chosen
which started out from the assumption that private actors are in principle
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‘not entitled to prescribe behavior’ (Friedman 1970: 58, 79). The authoriza-
tion of private governance claims would only be conceivable via an explicit
delegation of competencies by the only body with the authoritative compe-
tence to allocate competencies — the state.

However, this way of founding the legitimacy of nonstate (‘private’) regu-
latory activities on a formal (‘public’) authorization by the state becomes
highly problematic at the international level. There are two reasons for this.
Firstly, the boundaries between ‘public’ and ‘private’ are much less clear in
the political space beyond the state. As indicated earlier, national govern-
ments follow ‘private’ purposes (‘the national interest’), and private actors
are often the only protagonists of what is generally perceived as the common
good. Secondly, authorization by an intergovernmental delegation cannot
provide the same legitimacy as authorization by the state in the domestic
context. In the sphere beyond the state all governance contributions, no
matter by which actors (including national governments), take place in the
absence of government institutions. There is no international public author-
ity above states with a legitimate claim on competence delegation and the
monopoly of legitimate power. Once again, public and private actors turn
out to be surprisingly like units in the international sphere.

In ideal terms, the legitimacy of corporate contributions to governance
can only be derived from the sources of authority they themselves claim to
possess or that are attributed to them by others. In fact, a private actor may
(or may not) have substantial authority independent of formal authoriza-
tion. Their claim of contributing to governance may be based, for example,
on a credible commitment to universally accepted basic norms, general
welfare, knowledge-based professional expertise, or more general problem
solving resources. These assets are ‘the last resort’ when it comes to justi-
fying the legitimacy of private actors’ governance contributions. They are
inherent in the attitude and the integrity of the conduct of actors, and
they live on the general or, at least, widespread recognition of the appro-
priateness of their goals. Input legitimacy based on them results from the
power of the moral and professional authority of private actors. It unfolds
its impact primarily in deliberative processes. It is inherent in the attitude
and the integrity of the conduct of actors, and it lives on the general or, at
least, widespread recognition of the appropriateness of their programmatic
goals.

Cutler, Haufler and Porter (1999¢) describe the authority of public actors
as being elected ‘in authority’ in contrast to nonstate actors being regarded
as ‘an authority’. For example, the constitutionally institutionalized delega-
tion of competencies by democratic procedures provides the state with the
legal authority to use coercive measures to secure compliance with legally
binding norms. Civil society actors can exercise moral authority based on
the credibility with which they pursue goals in the public interest (see also
Lipschutz and Fogel 2002: 125). Epistemic communities are often considered
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to exercise authority only by virtue of being credible providers of technical
expertise or information.

In a similar way, the legitimacy of private norm-entrepreneurship rests
on the promise of more rational outcomes by bringing in knowledge-based
expertise and substantial problem solving resources, such as technical
know-how or financial means. Leaving aside for a moment the question
whether a claim is rightfully made, this source of legitimacy becomes sig-
nificant only in the context of certain modes of governance and at certain
levels of governing. However, for groups of potential norm-entrepreneurs,
such as states, civil society, epistemic communities, and corporations, these
conceptual arguments in favor of their engagement do not imply that they
are valid or supported by actual behavior at the empirical level. In each case
it remains an open question of how far and under which circumstances
norm-entrepreneurship actually fosters norm emergence that is in the pub-
lic interest.

8.1.4 Context dependency of the legitimacy value of
actors’ authority sources

The legitimacy potential of corporate norm-entrepreneurship cannot be
sufficiently evaluated by only looking at the actors’ level sources of author-
ity. It has to take into account the context within which corporations act as
norm-entrepreneurs. The value of the authority ‘currencies’ at the disposal
of actors varies according to (a) the mode of governance, (b) the contents of
norms at different levels of governing, and (c) the scope of norm-entrepre-
neurship (inward- or outward-focused).

Depending on the mode of governance, normative commitments may
be invited or imposed. As in the case of moral authority, the recognition
of knowledge-based authority only provides a sufficient source of legitim-
acy for corporate actors in the context of soft modes of governance, such
as voluntary self-regulation. The more coercive subordination is involved,
the more legal (public) authority would be needed and the less the specific
authority claims of corporate actors can count as legitimate. On the other
hand, corporate governance contributions carry a high legitimacy potential
in contexts of horizontal, consensus seeking and learning oriented proc-
esses of norm emergence. In the terminology of deliberative democratic
theory which emphasizes the legitimacy of the public use of reason, cor-
porate norm-entrepreneurs could at least claim that their factual expertise
strengthens the rationality of norm setting and the effectiveness of norm
implementation (Niesen 2008: 249).

The content of corporate norm-entrepreneurship may refer to establish-
ing and implementing general normative principles, such as the prohibition
of child labor and to technical standards, such as the specific indicators
included in sustainability reports. These norm contents also have an impact
on the value of the legitimacy resources available to a group of actors. The
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significance of norm contents can be addressed more systematically with
Kooiman's three levels or ‘orders’ of governing (Kooiman 2000). They allow
specification of the concrete governance contributions when corporations
engage in norm-entrepreneurship, and the evaluation of the legitimacy of
their claims to do so. At the most general level of norm-entrepreneurship,
meta-governing, the creation of normative standards of appropriateness
favors legitimacy claims based on moral authority and the willingness to
engage in impartial moral reasoning. Since participation relies on ‘voice’
rather than ‘vote’, meta-governing draws its legitimacy primarily from the
deliberative rather than the democratic quality of decision making. In con-
trast, second-order governing, which deals with the shaping of institutional
settings, is concerned with authorization and represents the ‘constitutional
moment’ in norm emergence. It is the constitutional authorization of com-
petences or the guarantee of discursive and decision-making settings which
allows equal representation of all relevant perspectives. It requires hierarch-
ical if not coercive mechanisms for compliance and favors authority based
on democratic ‘vote’ which privileges the regulatory claims of the state as
the only actor capable of legitimizing coercion. First-order governing, finally,
is not normative in a strong sense, nor is it constitutional in purpose, but
primarily responds to factual knowledge problems. It ‘aims to solve prob-
lems directly’ (Kooiman 2000: 154). Corporate norm-entrepreneurship
that engages in such issue specific practical solutions to implement gen-
eral norms could derive its justification from the knowledge-based quality
of norm emergence. Disregarding the legitimacy providing — or reducing —
characteristics of the larger institutional and procedural settings in which
corporate norm-entrepreneurship may be embedded, the sources of cor-
porate authority have the highest legitimacy potential in inward-focused,
consensus-oriented processes of norm emergence at the level of first-order
governing.

Finally, in the scope of corporations’ activities as norm-entrepreneurs,
norm setting, and norm development aim at self-commitments or commit-
ments in a group of norm-entrepreneurs, or it may have an external focus by
addressing norm consumers outside this group. By also taking into account
the mode of governance that is employed in a given case and that may range
from offering best practice to exerting de facto power, committing third
parties as rule takers raises higher legitimacy demands for the right to self-
determination than mutual self-commitments where the entrepreneurs are
also the only norm-consumers.

8.2 The legitimacy potential of different types of
corporate norm-entrepreneurship

In the following section the legitimacy criteria are applied to the different types
of individual and collective self-regulatory arrangements in which corporate
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norm-entrepreneurship can take place in order to gain some more insight
into their legitimacy potential. The same empirical cases as in Chapter 7
were selected again: Shell, representing corporate norm-entrepreneurship in
individual company codes; the Wolfsberg Group, representing collective cor-
porate norm-entrepreneurship embedded in a private-private self-regulatory
initiative; the Global Reporting Initiative, representing a multistakeholder
initiative; and the Global Compact, representing a public-private govern-
ance arrangement. As each of these case studies combines elements of inward
and outward focused governance activities, they allow a separate look at the
extent to which legitimacy demands are observed in each case. As empirical
representatives of each type, they are regarded as having a high legitimacy
potential and therefore also get as close as possible to the potential limits of
private transnational governance contributions.

8.2.1 Unilateral corporate norm-entrepreneurship: Shell

In 2006, Shell introduced its first company-wide Code of Conduct (Shell
2006a), intended to put into practice the eight Shell General Business
Principles (Shell 2005). The company has its own Code of Ethics for
Executive Directors and Senior Financial Officers of the Shell group. These
policies are instructive examples of unilateral norm setting and develop-
ment. They commit Shell’s business activities to three core values (‘honesty,
integrity and respect’), identify various areas of corporate responsibility, for-
mulate general principles, and provide practical guidelines to put them into
practice. Shell’s decision to withdraw from the Global Climate Coalition in
the 1990s (after the activities of the business initiative were deemed incom-
patible with the company’s own views on sustainability, responsibility, and
climate change) is often regarded as an indication of the company’s serious-
ness as a norm-entrepreneur.

(1) Shell’s inward focused norm-entrepreneurship. From the findings on the
causes of corporate norm-entrepreneurship (analyzed in Part II), Shell is
regarded as one of the forerunners of unilateral corporate norm-entrepreneur.
Shell established their General Business Principles in 1976 as one of the
first global companies. The company-wide Code of Conduct of 2006 con-
tains normative standards on antitrust and competition, health, safety,
security and environment, personal and business integrity (in particular,
bribery and corruption), financial and asset protection (including anti-
money-laundering practices), and people (for example, equal opportunity,
harassment).

Today, Shell’s role as a leading corporate norm-entrepreneur is perhaps
most apparent in its norm developing activities to prevent bribery and cor-
ruption. This field is still characterized by a lack of effective state regulation,
despite the existence of the United Nations Convention against Corruption
since December 2003, the OECD Guidelines for Multinational Enterprises,
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Transparency International’s Business Principles for Countering Bribery, and
the inclusion of a tenth principle against corruption in the United Nations
Global Compact in 2005. Against this background, Shell took on the chal-
lenge of developing policies and concrete programs to address corruption. The
company became pro-active by joining the Extractive Industries Transparency
Initiative (EITI), by adding Principle 3 on bribery and corruption to its General
Business Principles (Shell 2005) and by having a central self-commitment in its
company Code of Conduct (Shell 2006a). By doing this and including a more
systematic policy banning bribes in its corporate strategy, Shell has acknowl-
edged the blurred dividing line between the responsibilities of corporations
and host country governments (Shell 2006b: 20).

Following its general commitment to fostering internationally recognized
anticorruption standards at company and multilateral levels, and in order
to allow for a more structured response to bribery and corruption issues,
the company has developed a policy that goes far beyond standard busi-
ness practices of not violating existing norms. It includes internal meas-
ures to promote Shell’s corruption prevention approach, through awareness
and training programs for staff in regions where this policy runs counter to
common practice. A global help line and website was introduced in 2005 for
employees to seek advice and report concerns and violations. An internal
Audit Committee of the Board of Royal/Dutch Shell manages the monitor-
ing and implementation of the code. As a result of violations staff can and
have been - in over 100 incidents — fired.

Shell’s internally focused norm-entrepreneurship is a typical example of
norm setting and development in several ways: In the case of its antibribery
activities, the company has developed detailed guidelines to expand the
reach of the norm to parts of the world where it is not generally accepted
and lived by. The company has acted as a norm-entrepreneur in its commit-
ments to human rights in the sense of contributing to a new commitment to
an internationally recognized norm for appropriate corporate behavior.

(2) Shell’s outward focused norm-entrepreneurship. In addition to committing
all employees in all branches of the company in over 100 countries world-
wide, Shell’s General Business Principles and the Code of Conduct (which
serves to provide more detailed guidance on behavior required) also have
a clear outward focus: in the General Business Principles the company’s
responsibilities are explicitly extended to contractors, suppliers, and part-
ners in joint ventures in over 100 countries: ‘The ability to promote these
principles effectively will be an important factor in the decision to enter
into or remain in such relationships.” All contractors to Shell are expected
to comply with the principles. While those with whom Shell does business
were not involved in the setting of the norms they are expected to com-
ply with them. Shell offers assistance to contractors ‘to help to understand
them’ by extensive training and monitoring (Shell 2006b: 20) and ‘encour-
ages’ business partners to live by them. This ‘encouragement’ is, however,
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not to be mistaken for an outward focused norm-entrepreneurship by best
practice but operates with reporting and sanctions.

Taking the integrity measures as an example again, Shell concedes that ‘in
some parts of the world our policy banning bribes runs counter to common
practice’ (Shell 2006b: 20). If business partners fail to comply, their relationship
with Shell is reviewed and may be cancelled on the basis of reports from senior
Shell country representatives. According to the company’s own accounts,
over 40 contracts were cancelled in 2006 in countries such as Brazil, Canada,
Nigeria, Trinidad and Tobago, and the United States (Shell 2006b: 20).

(3) The legitimacy of Shell’s norm setting activities. A normative evaluation of
Shell’s legitimacy as a corporate norm-entrepreneur and the potential of indi-
vidual corporate norm-entrepreneurship as part of the future global govern-
ance architecture demonstrates that Shell — like any other company — cannot
derive its norm setting competence from the direct or indirect democratic
legitimacy provided by being elected or publicly mandated. The company
has instead mandated itself as a norm-entrepreneur on the basis of its de
facto power to commit its employees and its business partners to comply with
certain standards as normative guidelines for business practices. Its authority
as a political actor is therefore not a legal one but is fairly substantial, based
on professional expertise and on the moral weight that is conveyed by the
general acceptance of the norms in question. However, this claim of general
acceptance of the norms concerning bribery has to be viewed with some cau-
tion in the case of bribery which is still common practice in most countries
and not regarded as a crime in some.

Given that Shell does not generate any new norms but uses already exist-
ing and widely accepted ones as standards of appropriateness for its own
corporate behavior, the company’s governance contribution as a norm-en-
trepreneur is mainly one of translation and of further developing existing
norms into practical guidelines for the conduct of business. At this (first-
order) level of governing, the company’s factual, knowledge-based profes-
sional authority is a viably source of legitimacy. The value of this legitimacy
‘currency’ decreases, however, when we look at the mode and scope of Shell’s
governance activities. As we have seen, Shell governs by the use of coercive
practices to assure compliance, and even uses its de facto power over third
party business partners, such as contractors and suppliers, who have not
had a say in the making of the norms they are expected to comply with.
Although information and assistance play a certain legitimacy providing
role as discursive and inclusive means of making the rule takers follow the
rules, their compliance is ultimately assured by sanctions such as ending
relationships. These instances of coercion and of the incongruence in norm-
entrepreneurship and norm-consumership also cast a shadow on the legit-
imacy performance in self-determination through participation.

As far as the criteria responsiveness and accountability are concerned, the
record of Shell as a unilateral norm-entrepreneur is less problematic. The
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broad range of self-commitments in several areas shows a reliable response
to regulatory issues that are in the general interest. In addition, and given
the high level of public awareness of Shell’s conduct in particular (the Brent
Spar case has become part of the collective memory of a whole generation),
mechanisms of social and reputational accountability based on transpar-
ency and reporting requirements seem to work well as functional equiva-
lents to missing legal accountability mechanisms in this case.

8.2.2 Collective corporate norm-entrepreneurship in
private-private governance: the Wolfsberg Group

The Wolfsberg Group, named after a conference center in Switzerland, is
a collective, private-private, self-regulatory initiative of 12 of the world’s
largest banks (Wolfsberg Group 2000: 1).2 Wolfsberg’s emergence is closely
related to the structure of the global banking sector and the lack of legal
standards on preventing corporate money-laundering. Banking has always
been one of the most highly visible but poorly regulated business sectors, as
the global financial crisis of 2008 demonstrated. The group’s main goal is
to set standards of behavior for the participating banks to prevent money-
laundering, corruption, and the financing of terrorism. The group also pro-
vides guidance and best practice for nonmembers on how to design banking
operations. It is therefore an instructive example of a purely private collect-
ive norm-entrepreneurship that is primarily inward-focused and simultan-
eously outward-oriented. These two foci are described separately to allow
for a differentiating normative evaluation according to the legitimacy cri-
teria introduced in the previous section.

(1) Inward focus: Wolfsberg as a collective, private, self-regulatory initiative.
Regulation to prevent money-laundering has only recently come into exist-
ence (Pieth and Aiolfi 2003a: 6; Pieth and Aiolfi 2003b, 2004). Previously,
the few regulatory activities mainly dealt with enforcement; prevention
mechanisms in banking processes were only addressed in a vague manner.
Against this background, the norm-entrepreneurship undertaken by the
Wolfsberg Group occurred at an early stage of norm emergence when no
clear standards on corporate behavior to prevent money-laundering existed.
In the year 2000 the group collectively agreed on a new set of compre-
hensive principles to prevent money-laundering in private banking opera-
tions. The first Wolfsberg document, the Global AntiMoney-Laundering
Guidelines for Private Banking (AML) (revised in May 2002) was the result
of a close collaboration with international experts. It introduced detailed
technical standards on ‘customer due diligence’ and ‘know your customer’
procedures which contributed to a paradigm shift in the mechanism of money-
laundering prevention: from a rule-based to a risk-based approach (Pieth
and Aiolfi 2003a: 5). Today, the Wolfsberg Principles include common due
diligence procedures for opening and monitoring accounts, especially those
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identified as belonging to politically exposed persons who are suspected of
combining corruption with drug money-laundering and even financing ter-
rorism (Campos and Pradhan 2007: 401).

In the first standards document (Wolfsberg Group 2000) the group advo-
cated new norms regarding the prevention of money-laundering. They also
accepted and implemented the principles in their operations by introducing
sophisticated models of risk management, including ongoing transaction
monitoring and improved initial customer identification. With this change
of practice the Wolfsberg members substantially supported the reframing
process — a clear indicator of corporate norm-entrepreneurship. Since 2000,
the group has further specified the introduced norms through continuous
norm development processes, periodic discussions and through publishing
a series of related documents. In this way, the Wolfsberg members devel-
oped detailed guidance on anti-money-laundering procedures for banking
segments that had never before been clearly addressed by any regulatory
standards, such as correspondent banking or mutual funds. These stand-
ards provide assistance to industry participants and regulatory bodies to
form policies on preventing money-laundering.® The group published the
‘Statement on the Suppression of the Financing of Terrorism’ in 2002 and
the ‘Statement against Corruption’ in 2007. The group worked on further
specifying its principles about accounts and transaction monitoring as
well as on implementing ‘smart sanctions’. This led to the ‘Statement on
Monitoring, Screening and Searching’ in 2003. The scope of obligations cre-
ated by the norm-entrepreneurship formally applies only to the members of
the group. It should also be noted that Wolfsberg does not strive to monitor
or enforce compliance with these obligations. This soft mode of collective
self-regulation is reflected in the relatively informal style of cooperation
among the participating banks. There are no formal rules of procedure
based on any explicit statute.

(2) Outward focus: the Wolfsberg Principles as best practice. By changing their
individual private banking practices the Wolfsberg members initiated a par-
adigm shift which implicitly also addressed norm-consumers outside the
small circle of the twelve member banks (Bauer and Peter 2002: 70). As a
standard of best practice in the banking sector, the Wolfsberg Principles
have strongly influenced the behavior of other actors in the field. Although
having no formal possibility of joining the group,* in 2007, 37 nonmember
banks from all over the world participated in the annual Wolfsberg Forum,
a platform which aims to bring together the whole banking sector to pro-
liferate the principles. Even if the adoption of the Wolfsberg Principles is
voluntary, there are strong commercial and regulatory reasons for all insti-
tutions undertaking private banking to adhere to the principles wherever
possible as part of their risk management strategies (Von Doug 2006: 14).
Many actors outside the group quite voluntarily base their anti-money-
laundering procedures on the Wolfsberg Principles. In a survey by KPMG,*
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209 banks in the world rated the impact of the Wolfsberg Principles on their
business as 2.89 on a scale of 1 to 5 with 5 marking the highest impact pos-
sible (KPMG 2004).

Another indicator of this enormous impact was that soon after the publi-
cation of the first Wolfsberg Principles, the Basel Committee and the FATF
(Financial Action Task Force on Money Laundering), representing the two
public law regulators in the field, also revised their recommendations to
include more detailed information on the responsibility of the private sec-
tor in anti-money-laundering. Wolfsberg concepts and terminology were
introduced into the intergovernmental standards (such as ‘due diligence’,
‘beneficial owner’, ‘politically exposed person’), and the shift from a rule
to a risk-based approach was completed. Although further research would
have to prove this, it can be safely assumed that this regulatory convergence
is a result of the Wolfsberg process. It is very likely that the participating
banks triggered this paradigm shift and advocated for it when consulted by
the public regulators. It can therefore be concluded that even though the
Wolfsberg Group appears as a ‘closed club’ its outreach as corporate norm-
entrepreneurs goes far beyond the member banks. The standards set by the
group as best practice have guided and heavily influenced other banks and
regulators in the banking sector.

(3) The legitimacy of the Wolfsberg initiative. What can we learn from the
Wolfsberg case for a general evaluation of the legitimacy potential of col-
lective private-private transnational governance arrangements? Louis
Pauly’s (1997) often quoted “Who elected the bankers?’, questions the demo-
cratic authority of transnational private governance and could be directly
addressed to the Wolfsberg Group’s activities as norm-entrepreneurs. This
is a clear case of self-authorized and nonelected professional authority in a
group of private regulators with a primarily inward focus, regulating the
behavior of the regulators themselves, with an additional external side of
the coin. For participation, Wolfsberg can claim to be in accordance with the
principle of congruence. Only in so far as the group’s norm-entrepreneurship
also guides the behavior of nonmembers this criterion of self-determination
is violated — a normative deficit that is somewhat mitigated by the soft mode
of governance which lacks any attempts to enforce the standards of the group
on others.

While the group’s record in self-determination is thus satisfactory (mainly
because of its predominantly inward focus), it is more difficult to assess how
far the procedural normative demands that should be in place to ensure
accountability are met. Obviously, power control is not a very critical issue,
given the above mentioned lack of coercive enforcement. But there are no
independent monitoring or peer review procedures in effect either. The
Wolfsberg initiative also lacks formal rules and - ultimately — transpar-
ency. This deficit could only be outweighed by pointing to the quality of
the norms and basic principles that are generally accepted as being in the
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general interest — a claim that is supported by international agreements on
the basis of this norm and, more recently, its inclusion in the catalogue of
principles of the UN Global Compact (see later in this chapter). However,
this barely compensates for the lack of institutional checks and balances
which should exist to ensure that this is not left to the discretion of private
regulators and that, as norm entrepreneurs, they address regulatory deficits
by responding reliably to concerns of the public and improve standards and
implementation mechanisms when they turn out to be too weak to achieve
their goals.

The Wolfsberg Principles generate new and original norms rather than
transforming existing ones into guidelines for appropriate corporate behav-
ior. As far as the contents of these new norms is concerned, the initiative’s
fight against money-laundering, financial crime, and terrorist financing
concerns all three levels of governing, but with a clear emphasis on norm
setting at the level of first-order governing. At the utmost, in terms of
second-order governing, their annual meeting provides a favorable envir-
onment and creates opportunities for the exchange of best practices. The
focus of its norm setting lies in detailed practical guidance on anti-money-
laundering procedures. The lack of regulation at the meta and second-order
levels of governing, the voluntary nature of the initiative, the external focus
being limited to best practices, the renunciation of any hierarchical enforce-
ment in favor of horizontal discursive decision making, and the limiting of
norm setting to practical matters of first-order governing render this col-
lective self-regulatory initiative far more compatible with the primarily pro-
fessional authority of business corporations than, for example, the Global
Compact with its focus on meta-governing (see later in this chapter).

As a consequence of these relatively weak demands on the democratic
side of legitimacy posed by the technical contents of the group’s norm set-
ting, and the strong demands on the deliberative and knowledge-based
side of legitimacy, the legitimacy record of the Wolfsberg initiative is rela-
tively good. On the one hand, the ‘currency’ of knowledge-based expertise
brought in by the participating banks legitimizes their governance contri-
butions at the level of first-order governing. In addition, and because the
‘coercive’ element is weak, there is no illegitimate use of power involved in
the ‘assumption of self-disciplinary responsibilities’ (Schuppert 2008: 33;
Streeck and Schmitter 1985: 20).

The Wolfsberg case study shows that the legitimacy potential of a private-
private self-regulatory initiative is highest as long as the norm-entrepreneurs
are the norm-consumers. When the two roles fall apart and, as Wolfsberg
exemplifies as well, collective norm-entrepreneurship operates as a collect-
ive best practice initiative for the external addressees, in this case the bank-
ing sector at large, legitimacy can only be kept up as long as those who are
not allowed to join the club are not in any formal sense obliged to apply
the group’s normative standards. In this case, the condition is met: Third
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parties are only ‘invited’ to follow the voluntary best practice model of the
group. Going beyond this formal way of looking at the group’s external
impact there is a more critical view of the legitimacy of Wolfsberg norm-
entrepreneurship: the obvious influence of the norms set by the group on
subsequent public regulatory efforts, such as the intergovernmental Basel
regulations, raises concerns about a potential ‘capture’ of public regulators
by private norm-entrepreneurs (Majone 1996: 18; Stigler 1971). The subse-
quent imposition of norms originally set by the Wolfsberg Group on a wider
range of actors via the coercive means of public regulators can no longer be
legitimized by the Wolfsberg members’ claimed expert authority alone.

The Wolfsberg initiative also shows that the legitimacy of a purely pri-
vate-private collective governance initiative would further decline if the
focus of its members’ norm-entrepreneurship shifted to second-order or
meta-governing. In the case of Wolfsberg, this would necessitate fundamen-
tal institutional changes to include actors from civil society or public actors
who have authority sources other than knowledge-based expertise at their
disposal. So far, the ‘constitutional moment’, for example access procedures
or compliance mechanisms at the level of second-order governing, is clearly
underdeveloped in the Wolfsberg initiative, where it remains at the exclu-
sive discretion of the club members. With these qualifications added, the
Wolfsberg initiative almost fully reaches the legitimacy potential of corpor-
ate norm-entrepreneurship in collective private-private governance arrange-
ments, mainly due to its self-restraint in setting meta norms or employing
coercive means.

8.2.3 Collective corporate norm-entrepreneurship in
multistakeholder governance: the Global Reporting Initiative (GRI)

The Global Reporting Initiative (GRI) is a multistakeholder governance
arrangement to improve corporate responsibility through sustainability
reporting and transparency about organizational performance. Participants
are TNCs, accountancy organizations, human rights and environmen-
tal NGOs, labor organizations, and government representatives. Global
Reporting Initiative’s mission is to enhance the comparability and cred-
ibility of sustainability reporting practices worldwide (Global Reporting
Initiative 2002). Global Reporting Initiative has been successful in estab-
lishing itself as the world’s most widely used, self-regulatory, voluntary sus-
tainability reporting of the economic, environmental, and social impacts of
public and mainly private organizations (Kolk 2003, 2004).6

(1) The Global Reporting Initiative as an inclusive, inward focused self-regulatory ini-
tiative. As opposed to the Wolfsberg Group, the Global Reporting Initiative
is not a project of an exclusive club but an open invitation to all different
kinds of stakeholder groups to participate in norm setting and norm devel-
opment, which is much more important in the practical day to day routine of



220 The Role of Business in Global Governance

the initiative. Together with other stakeholder groups, corporations engage
in norm development by either participating in one of the Global Reporting
Initiative governance bodies or by submitting their input, comments, and
suggestions on the content of the reporting guidelines in a formal three
phase norm development process. These formalized institutional and pro-
cedural arrangements, another characteristic which distinguishes the Global
Reporting Initiative from the Wolfsberg Group, deserve closer examination.
The Global Reporting Initiative consists of a series of governance bodies,
the Board of Directors, the Stakeholder Council, and the Technical Advisory
Committee, which coordinate the formal components of the initiative. All
institutions and procedures of the Global Reporting Initiative governance
structure provide opportunities for firms to propose or lobby for or against
changes in the norm development process. Within the main governing body,
the Board of Directors, business corporations and other actors share ultim-
ate decision making power and fiduciary, financial, and legal responsibility
for Global Reporting Initiative, including organizational strategy and final
authority on reporting framework development. In the Stakeholder Council,
the formal stakeholder policy forum of the Global Reporting Initiative, the
various stakeholder groups, including corporations, debate key strategic and
policy issues and provide advice to the Board. Corporations also play a sig-
nificant role in the Technical Advisory Committee. This committee con-
sists of twelve international experts who steer the quality and coherence
of the reporting framework and provide technical advice and expertise to
the Board. In addition to the internal opportunities for corporate contribu-
tions to norm development within the various institutional settings of the
GRI governance framework, TNCs can also engage externally by participat-
ing in the revision cycles of the reporting guidelines (Gee and Slater 2005).
Even companies that are not represented in the governing bodies of GRI can
engage in the development procedure of the reporting guidelines. In the
first phase of the procedure (review cycle) they comment on a draft docu-
ment of the reporting guidelines during a 90-day Public Comment Period
(phase 1). The corporate feedback is reviewed by the GRI Technical Advisory
Committee and results in a new pilot version of the reporting guidelines
(phase 2). In this phase participating corporations can test the pilot version
of the reporting guidelines for one year as the basis for their sustainability
reporting. After the pilot version has been available for use, GRI establishes
a Structured Feedback Process (SFP, phase 3). In this phase of further refin-
ing the reporting guidelines, corporations can give input on the basis of
their individual experience with the pilot version. Based on the results from
the SFP, the Technical Advisory Committee, the Board of Directors, and the
Stakeholder Council release a new version of the reporting guidelines which
enters a new cycle of review.

(2) Outward focused norm-entrepreneurship in the Global Reporting
Initiative. Apart from being an open invitation to all kinds of stakeholders
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to participate in its norm setting activities, the GRI affects the behavior of
nonparticipants in a number of ways. According to the KPMG International
Survey of Responsibility Reporting, the GRI Sustainability Guidelines have
become the most influential international reporting standard: ‘More than
three-quarters (77 percent) of the G250 and 69 percent of the N100 report-
ing companies follow the Global Reporting Initiative’s (GRI) Sustainability
Reporting Guidelines. About 20 percent of both cohorts use internally
developed company frameworks as the basis for reporting. [...] Even fewer
use national standards, although the figure is slightly higher among the
G250. This is perhaps counterintuitive since most of these are multinational
organizations, and it is somewhat surprising that a higher number of N100
companies do not use national standards for reporting. Instead, like their
global counterparts, most look to the international GRI standard’ (KPMG
2008: 35). The worldwide impact of the GRI reporting standards for corpo-
rate sustainability reporting puts most companies under reputational pres-
sure to adapt these standards. This steady rise of corporate responsibility
reporting among the largest 250 companies worldwide (Global 250) and the
largest 100 companies (National 100) in 22 countries (KPMG 2008: 13) is a
remarkable indication of the GRI's outward orientation.

A further example strengthens the impression of GRI's strong impact
on norm-consumers who are not part of the norm development processes
within the initiative. In the joint ‘Transparency in the Supply Chain’ pro-
ject, the GRI and the German GTZ, which is implementing the PPP for the
German Federal Ministry for Economic Cooperation (BMZ), actively encour-
aged Small and Medium Enterprise (SME) suppliers of TNCs to engage in
sustainability reporting (Global Reporting Initiaive 2008). Initiated and
supervised by the GRI and GTZ, four TNCs who are generally regarded as
leaders in the sustainability reporting practice (Daimler, Otto Group, Puma,
and Telefénica Group) and who share a common interest in the transpar-
ency of their supply chain’ invited three of their suppliers to take part.
Workshops, individual consultations, and mentoring partnerships were
established to create an understanding of the business case for reporting
and convince suppliers of the competitive advantage and reputational gains
they could achieve by engaging in sustainability reporting. Building on the
success of the recently completed GRI/GTZ project, the GRI institutionalized
the Global Action Network for Transparency in the Supply Chain in October
2008 as a new major GRI program, inviting all companies concerned about
the sustainability reporting practices of their supply chain to participate.

(3) The legitimacy of the Global Reporting Initiative. The GRI is an exemplary
case that demonstrates the high legitimacy potential of a highly institu-
tionalized and consensus based transnational multistakeholder initiative in
which corporations act as norm-entrepreneurs. Looking at the inward focus
first, participation demands are met by all stakeholders having the opportun-
ity to have a say in the norm setting and norm development processes. With
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regard to responsiveness, the likelihood of the reporting standards reliably
taking up regulatory issues that are in the general interest is high, given the
fact that all kinds of interest groups with different needs can contribute to
the agenda of defining and extending these norms. It was further enhanced
by the association with the United Nations Environmental Programme
(UNEP) and the additional publicity provided by the Global Platform which
was established together. This positive record also holds true for GRI’s out-
ward focus. Again, the practice of public-private partnership, as in the case
of the joint GRI/GTZ projects, provides some additional guarantees of reli-
ability and general interest orientation.

Regarding the mode of governance, GRI exerts, at the utmost, only very weak
power on norm-consumers. Its horizontal character as a network govern-
ance arrangement does not include any formal enforcement mechanisms.
The application of the GRI sustainability guidelines is entirely voluntary.
Therefore, the abuse of power is not a critical issue. The decision mak-
ing procedures are transparent and highly formalized, and the discursive,
inclusive and consensus seeking mode of governance ensures that no single
stakeholder group is structurally discriminated against. The self-authorized
and nonelective mode of representation does not provide for democratic
accountability. This is, however, tolerable since members primarily take part
on the basis of professional expertise and with (deliberative) ‘voice’ rather
than (majority) ‘vote’. In addition to the internal peer review accountability
relationships between the various GRI institutions, the high transparency
of GRI allows the general public to observe how far the norm development
commits to the continuous improvement of sustainability standards. This
adds elements of professional and reputational accountability to corporate
norm-entrepreneurship in the GRI

While GRI's soft mode of governance helps meet the normative demand
for the control of the use of power, it at the same time causes some problems
in terms of reliability: Although the number of reporting corporations has
dramatically increased from 20 in the year 1999 to 800 in the year 2006,
the voluntary nature of the initiative does not entail binding enforcement
mechanisms to ensure an even more widespread application of the report-
ing standards. This lack of any ‘shadow of hierarchy’, which could only be
provided by state participation,® puts the burden on GRI’s professional and
reputational authority as incentives for corporations to adopt and follow
the guidelines.

The correspondence between the authority sources that the different
members of the initiative contribute and the legitimacy demands raised by
the contents of the norms that are set and developed by GRI further sup-
ports the overall positive legitimacy record of the GRI. In Kooiman'’s termin-
ology, the GRI is primarily operating at the levels of first- and second-order
governing. As already mentioned in the Wolfsberg case, the engagement of
corporations as norm entrepreneurs is least problematic from a normative
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perspective when norm setting and norm development occur at the first-
order level of governance. Here they can claim to contribute legitimately
to the process of norm development on the basis of their authority as norm
takers with knowledge-based professional expertise. Private norm-entrepre-
neurship at the level of second-order governing would pose a severe legit-
imacy problem for GRI if it solely rested on the shoulders of one group of
actors, for instance business corporations, who could shape the decision
making procedures to their advantage. However, the institutional architec-
ture of the GRI fulfills the additional legitimacy demands raised by norm
setting at the level of second-order governing with its multistakeholder
composition and its transparent, highly institutionalized, and formalized
review procedure in which different stakeholder groups can interact in a
consensus seeking mode of decision making. For example, each organiza-
tional stakeholder can be elected to the Stakeholder Council. Second-order
governing within GRI has resulted in a transparent governance framework.
This framework was established as a result of a multistakeholder process
open to all groups of actors with expertise in sustainability reporting. As a
consequence, the rules according to which the actors participating in the
various governing bodies interact and come to decisions are regarded as fair
by the whole range of stakeholders.

It is perhaps most remarkable that the GRI holds up its high legitimacy
standard even in its outward norm-entrepreneurship. The joint GRI/GTZ pro-
ject, in particular, shows that norm-consumers who do not simultaneously
act as norm-entrepreneurs, for example small and medium enterprises in
the supply chain, are not forced into compliance by any coercive means. In
contrast to Shell, soft and inclusive modes of governance prevail, based on
invitation, arguing and learning processes. In summary, the GRI, through
the involvement of a broad range of relevant stakeholder groups, including
actors from civil society and governmental agencies as partners, exemplifies
that a high level of legitimacy in all four criteria can be achieved.

8.2.4 Collective corporate norm-entrepreneurship in
public-private governance arrangements: the UN Global Compact®

The UN Global Compact is the most important and well-known CSR self-
regulatory initiative worldwide (Kell and Levin 2003; Schorlemer 2003;
Rieth 2004).1° It was initiated by the former Secretary General of the United
Nations, Kofi Annan, at the Davos World Economic Forum in January 1999,
as an invitation to the international business community ‘individually
through your firms, and collectively through your business associations — to
embrace, support and enact a set of core values in the areas of human rights,
labor standards, and environmental practices [...] because they are all areas
where you, as businessmen and women, can make a real difference’ (Annan
1999). Later, anticorruption was added to the list of the original nine uni-
versal principles.
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Since its official launch in July 2000, the Global Compact has grown to
more than 6200 participants, including over 4700 businesses in 120 coun-
tries.!'! Participants include all relevant social actors: companies, labor
organizations, civil society, academia, several UN agencies, public sector
organizations, and cities. The United Nations perceives its function as that
of ‘an authoritative convener and facilitator’ — in striking accordance with
the self-description of the new cooperative and enabling state of the post-
golden age era.

() Inward focus: the Global Compact as a learning network. A company
becomes a participant by sending a letter to the Secretary General of the
United Nations, expressing support for the Global Compact’s ten principles.
It is then expected to demonstrate its commitment to these basic norma-
tive standards in the fields of human rights, labor standards, the environ-
ment and anticorruption by providing regular reports (Communication on
Progress, CoP) in which it describes the ways it has implemented the ten
principles in its business activities. As long as this basic reporting require-
ment is fulfilled, a company can call itself an active participant.

In addition, companies are invited to take part in the Global Compact
Learning Forum where participants share their experiences of good practices
by exchanging practical actions they have taken on the Global Compact’s
principles (Kell 2003). Nonbusiness participants can get involved as equal
partners. For instance, annual ‘Policy Dialogues’ are open to all Global
Compact stakeholders and serve the function of identifying innovative
and practical solutions. At the state level, the Global Compact is supported
by numerous national networks. Their key task is to provide an internal
exchange forum for national Global Compact participants and to promote
the initiative within their countries. Networks are also expected to assist
companies in the implementation of the principles and to report country-
specific implementation models that could be replicated globally to the
Global Compact Office.

The Global Compact is not a code of conduct, and explicitly refrains from
policing, enforcing or (at least in its first phase) judging the behavior of
companies. As an open and voluntary corporate citizenship initiative the
Global Compact aims at committing the private sector — in partnership with
other social actors — to deliberative processes through which experiences
and good practices can be shared. Although celebrating the initiative as ‘the
largest voluntary corporate citizenship network of its kind’ that ‘exerts a sur-
prisingly powerful influence on companies and within the UN’, an impact
evaluation undertaken by McKinsey in 2004 also registered ‘inconsistent
participation and divergent and unmet expectations’ that ‘threaten the
Compact’s long-term credibility’ (McKinsey 2004). As a consequence, learn-
ing (as the original prevailing mode of governance) was increasingly com-
plemented by measures that went beyond the ‘best practice’ and ‘capacity



The Legitimacy of Transnational Private Governance 225

building’ approach of the first years. Integrity measures now include stand-
ardized indicators for reporting. Companies are required to communicate
annually to their stakeholders on progress made implementing the ten
principles. Since 2004, corporations can be publicly listed as ‘noncommu-
nicating’ or even ‘inactive’ business participants if they fail to submit a CoP
by a relevant deadline, or refuse to engage in dialogue.!? This silent muta-
tion from a learning network to a transnational regulatory regime is further
underlined by the establishment of the Global Compact Leaders Summit as
the new plenary organ, which meets every 3 years to review progress and
provide overall strategic direction.

(2) Outward focus: the Global Compact as best practice. Although the Global
Compact is designed as a global self-regulatory initiative and despite the
remarkable number of participants, it is still a voluntary project that does
not include all potential stakeholders from business, civil society, and other
groups. However, this does not mean that its influence does not go beyond
its members. Rather, the question ‘Is your firm a participant?’ has strong
reputational repercussions for companies that have chosen to stay outside.
Besides these potential immaterial costs of being ‘named and shamed’ in the
eyes of the global public, customers, investors or shareholders, the Global
Compact Office cannot exert any pressure on outsiders to commit them-
selves to the principles of the compact. At the utmost, its influence may
lie in the spread of practical policy solutions about how certain normative
demands can be met efficiently.

Apart from its normative appeal that may attract outsiders to join either
because they want to be regarded as a ‘member of the family’ for strategic
reasons, or because they have become convinced that the principles of the
Global Compact provide appropriate guidelines for their own behavior, the
Global Compact casts its shadow on the outside world in a number of add-
itional ways. At the level of meta-governing, reference to 1 or more of the
10 principles is employed as an authority resource provider by many other
initiatives. The same is true for the Global Compact as a reference model
of best practice for its discursive and learning based mode of governance.
Taking these two effects together, one could rightfully claim that the Global
Compact contributes to the development of normative order in the context
of global governance at large.

(3) The legitimacy of the Global Compact. In terms of the participatory demands
of self-determination, initial norm setting occurred in a ‘top-down’ manner
and with little transparency about why certain principles were included in
the original list of nine and others were not. The Global Compact also fol-
lows a nonelective mode of representation. However, as far as norm develop-
ment is concerned, it has broad stakeholder participation on the basis of an
inclusive participatory model without entry barriers. This consensual and
partnership oriented approach to governance complies with the demands of
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self-determination because in principle it offers all stakeholder groups the
opportunity to take part in the dialog. In practice, however, some doubts
still rise over the bottom up or top down character of changes in substance
and procedures introduced when the Global Compact entered its second
phase. The addition of principle ten on anticorruption as well as the creep-
ing identity shift from a learning network to a transnational regulatory
regime still appears to be more the result of top down initiatives than as the
fruit of extensive deliberation among the participants.

Accountability is in flux because of the introduction of new organs, such as
the Leaders Summit, and new enforcement instruments, such as the integ-
rity measures. The emerging institutional ‘checks and balance’ structure is
still somewhat unclear and less transparent for outsiders than it used to be in
the ‘learning network’ phase of the Global Compact when it basically relied
on the transparency of the exchange of good practices (and the observable
refusal to take part in it). These relatively weak mechanisms were in full
accordance with the soft externalities produced by the Global Compact as
a nonregulatory governance initiative. Sanctions on powerful corporations
are a different matter. They were virtually nonexistent, and they are still
relatively weak today, too weak to create binding obligations and reliable
norm implementation.

This implementation deficit also weakens the generally high degree of
responsiveness in the Global Compact. On the one hand, the Global Compact
seeks to react to the less than satisfactory implementation of international
human rights and social norms by states through incentives for voluntary
action by companies. On the other hand, the normative guidelines mani-
fested in the ten principles are extremely vague and leave companies wide
room for interpretation. The participating companies do not produce stand-
ards themselves, but take partin further developing international norms that
have been institutionalized in the UN context in order to translate them into
corporate activities. The corporate norm-entrepreneurs are virtually free to
decide how they want to address environmental standards, anticorruption,
and social and human rights norms. The Global Compact Office originally
deliberately refrained from assessing the overall performance of companies
and did not seek to prescribe a certain standard of behavior. Companies did
not have to fear any sanctions when they chose to selectively promote the
principles in some areas of their activities but violate them in others, about
which they did not have to report. This has changed substantially with the
introduction of the integrity measures as an instrument to enhance the
accountability and thus the credibility of the initiative. By complementing its
classical deliberative and learning oriented governance modes, such as best
practices and the Global Compact Policy Dialogue, with the introduction
of cost-benefit inspired integrity measures, the Global Compact has added
the first sticks to the original carrots. Although this ongoing change is a
clear indication that its initiators have grasped the still untapped potential
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of judging and enforcing the behavior of member companies, from the nor-
mative perspective it has to be balanced by establishing decision making
procedures at the level of second-order governing that are able to conserve
the previous horizontal and consensual mode of governance.

In so far as responsiveness refers to addressing concerns in the general
interest, the quality of the norms endorsed by the Global Compact fully
meets the legitimacy demands: All ten principles are either explicitly derived
from universally accepted norms as embodied in the Universal Declaration
of Human Rights or core ILO conventions, or they are, like principle 10 on
anticorruption, the result of broad consultation exercises with civil society
and the business world. However, with regard to the reliability with which
important concerns are taken up, there is a mixed legitimacy record: On the
one hand, the learning forums are open to civil society input; on the other
hand, the implementation of any of the ten principles is completely up to
individual companies. Again, the entirely voluntary nature of this initiative
cannot ensure that responsiveness in norm setting and development is also
achieved in terms of reliability of norm implementation.

Authority is high and in full correspondence with the authority sources
that the various members contribute and the soft mode of governance, the
basically inward focus and the legitimacy demands raised by the contents of
the norms to which the participating corporations commit themselves.

8.2.5 Conclusions

The most important finding of this section is that, judged from a norma-
tive point of view, each of the four types of self-regulatory arrangements in
which corporate norm-entrepreneurship can take place has the potential to
make substantial governance contributions within the context of wider insti-
tutional global governance architecture (see Table 8.1). However, in order to
fully exhaust but not overstretch the remarkable legitimacy potential, some
restraint may be necessary in corporate norm-entrepreneurship for outward
focused, hierarchical modes of governance and governance contributions at
the levels of second-order and meta-governing. As the Shell and Wolfsberg
case studies show, purely private unilateral, or private-private collective norm-
entrepreneurship can unfold its legitimacy potential best when the focus
remains on first-order self-regulation and is inward oriented only. To the
extent that corporate norm-entrepreneurship tries to bind parties, extends to
second-order and meta-governing, or employs coercive enforcement mecha-
nisms, the sources of authority available to corporate norm-entrepreneurs
do not suffice. In these cases, other actor configurations are needed that
bring together additional authority resources to meet the specific legitimacy
demands that are raised by developing standards of appropriateness or politi-
cal order (the ‘constitutional moment’ of norm-entrepreneurship).

As the case of the Global Reporting Initiative demonstrates, a high level
of legitimacy in practically all criteria can be achieved by involving a broad



Table 8.1 The legitimacy potential of different types of corporate norm-entrepreneurship'®

Type Criteria Unilateral corporate Private-private Multistakeholder Public-private
norm-entrepreneurship  governance governance governance
(Shell) arrangements arrangements (GRI) arrangements (Global
(Wolfsberg) Compact)
Participation Medium: High: High: High to medium:
inward focused, self regarding inward inclusive formalized inclusive participatory
mandated norm- focus, congruence participatory model, model of norm
entrepreneurship; top principle is met; only even in outward focus; development but not
down relationship soft governance toward no entry barriers; transparent norm
with contractors; but outsiders (best practice); stakeholders have setting; no entry barriers;
discursive inclusion but: prejudicing the opportunity to top down governance
influence on public participate effectively in elements
regulation? norm setting and norm
development.
Accountability Medium: Low to medium: High: Medium:
nonelected norm- self-authorized, decision making norm development and
entrepreneurship; nonelected professional procedures transparent institutional reform

social and reputational
accountability based

peer accountability; not
transparent, no formal
rules;

and highly formalized;
inclusive and consensus

relatively intransparent to
outsiders

10.1057/9780230277533 - The Role of Business in Global Governance, Annegret Flohr, Lothar Rieth, Sandra Schwindenhammer and Klaus Dieter Wolf



Responsiveness

Authority

on transparency and
reporting

High:

broad range of self-
commitments speaks in
favor of reliable response

High to medium:
compatibility of
professional authority
with first-order
governing

moral authority by
reference to general
accepted norms; but
lack of legal authority
for coercive measures in
outward focus

no sanctions; conduct
of individual companies
hard to identify

Medium: commitment
to anticorruption as

a generally shared
norm, but selective
agenda; only selective
consultation with
stakeholders

High:

compatibility of
professional authority
with soft mode of
governance and
governing limited to
first-order level

seeking mode of
governance; professional
and reputational
accountability

High:

all kinds of interest groups
with different needs can
contribute to defining
norms; PPPs increase
reliability and general
interest orientation

High:

scope and procedures
of participation fulfill
legitimacy demands
raised by second-order
governing;

reference to commonly
shared norm

High:

open to multistakeholder
input; amendments
possible; principles take
up broad range of public
concerns;

High:

broad stakeholder
participation provides
full range of moral,
professional and legal
authority sources

10.1057/9780230277533 - The Role of Business in Global Governance, Annegret Flohr, Lothar Rieth, Sandra Schwindenhammer and Klaus Dieter Wolf
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range of relevant stakeholders beyond business, and including actors from
civil society and governmental agencies as partners. To some perhaps
unexpected extent, the Wolfsberg initiative also basically exhausts the
legitimacy potential of the collective and purely business based corporate
norm-entrepreneurship it represents. The Global Compact, although a good
performer in the other criteria, however, clearly remains below the mark of
what would be possible in terms of self-determination. Its ongoing search
for the right balance between being a top down and bottom up initiative
and being a mere learning forum and an initiative ‘with teeth’, shows that
these different demands on legitimacy may not be easily achieved simul-
taneously — as in fact also demonstrated by Shell’s policies of extending the
company'’s General Business Principles toward its suppliers and other con-
tractors. Again, the Global Reporting Initiative demonstrates that both aims
are not incompatible and can go together if appropriate means of inclusive,
discursive, and noncoercive compliance incentives are employed.

The application of the normative criteria of participation, accountability,
responsiveness and authority, for evaluating the legitimacy of four contexts
of corporate norm-entrepreneurship underlines that an inward or outward
focus, the actors’ configurations, modes of governance employed, and con-
tent of the normative standards that are to be set or developed all determine
how far legitimacy demands arise and can be met. As a consequence, there is
no better answer concerning the desirability of corporate norm-entrepreneur-
ship than ‘it depends’. Corporate norm-entrepreneurship in multistakeholder
governance arrangements such as the Global Reporting Initiative may design
institutions and procedures that fulfill almost all criteria and thus represent
a prototype of the high legitimacy potential of corporate norm-entrepreneur-
ship in transnational multistakeholder arrangements. However, even a purely
private-private governance arrangement, such as the Wolfsberg initiative, can
have its merits according to the compatibility between the authority sources
that are available to their members, the scope of normative obligations they
want to create, and the contents of the norms they seek to promote.

One general conclusion to be drawn from this chapter seems to be, how-
ever, that in order to prevent norm setting and norm implementation in the
sphere beyond the state from losing sight of the public interest, corporate
norm-entrepreneurship should be embedded in some kind of accountability
setting. Such a setting may be achieved by professional peer review mecha-
nisms within private-private arrangements as long as norm-entrepreneurship
remains within the limits of first-order governing and only employs soft
and inclusive governance modes. As soon as these two conditions are tran-
scended, more comprehensive checks and balance mechanisms are needed
to ensure accountability. They require the participation of additional types
of actors but do not necessarily have to consist of public policing and
enforcement under the ‘shadow of hierarchy’. Market-based or reputational
accountability mechanisms may be acceptable functional equivalents as
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long as there is sufficient information and transparency to allow for inde-
pendent monitoring and the mobilization of market forces.

Notes

1.

\S)

10.

11.

12.

13.

The same objection about lack of democratic legitimacy can be raised about the
majority of governments that are allowed to take part in intergovernmental gov-
ernance systems.

. See also http://www.wolfsberg-principles.com, accessed 23 June 2009.

These documents are the Guidance on a Risk Based Approach for Managing
Money Laundering Risks, AML Guidance for Mutual Funds and Other Pooled
Investment Vehicles, FAQs on AML issues in the Context of Investment and
Commercial Banking and FAQs on Correspondent Banking.

According to some Wolfsberg members, the goal of the ‘closed club principle’ is
to ensure that processes of negotiation for new standards run smoothly and effi-
ciently.

KPMG (the firm’s name is the initials of its founders) is a leading provider of
audit, tax, and advisory services.

For more detailed information about the institutional structure and decision
making procedures of the Global Reporting Initiative, see http://www.global
reporting.org, accessed 23 June 2009.

‘The identification of suitable participating European companies by the Global
Reporting Initiative formed the first step of the project. Daimler AG (formerly
DaimlerChrysler), Otto Group and Telefénica SA committed in December 2006.
Puma AG joined in March 2007. The companies committed themselves to con-
tribute additional funding to the project and to go through one cycle of sus-
tainability reporting with their SME suppliers in emerging economies. Suppliers
were invited by their clients to join the project at the start of 2007’ (Global
Reporting Initiative 2008: 9).

Although the Global Reporting Initiative set up a working group on government
involvement in 2007 aiming to look at the potential future role of national gov-
ernments in the Global Reporting Initiative framework, it is still not clear which
role public actors will have to play and if this kind of participation will exert a
‘shadow of hierarchy’ on corporate behavior.

The following description and normative assessment follows and elaborates on
an earlier publication, see Conzelmann and Wolf (2007a, 2007b).

For basic information about the UN Global Compact, see http://www.unglobal
compact.org, accessed 23 June 2009.

See http://www.unglobalcompact.org/ParticipantsAndStakeholders/index.html,
accessed 23 June 2009.

By June 2008, 630 companies had been delisted as part of the new Global Compact
integrity measures for failure to communicate progress (http://www.unglobal
compact.org/newsandevents/news_archives/2008_06_25.htm], accessed 03 July
2009).

This table is based on Conzelmann and Wolf (2007a, 2007b).
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A New Architecture for
Global Governance

The most relevant conditions under which corporations are likely to act as
norm-entrepreneurs have been identified and the effectiveness and legitim-
acy potential of different types of individual and collective self-regulatory
arrangements were evaluated. In this final chapter, the current polity of glo-
bal governance is examined to derive policy recommendations for embed-
ding corporate governance contributions in an institutional architecture
that encourages corporate norm-entrepreneurs and ensures that they serve
the public interest. The empirical evidence that corporate norm-entrepreneur-
ship can provide meaningful contributions to global governance under cer-
tain conditions justifies taking stock of the gap between corporate norm
production as it is currently known and normative demands, as described
in Chapters 7 and 8. Against the background of the identified shortcomings,
policy goals are identified that specify what could be done to develop the full
potential of corporate norm-entrepreneurship as a meaningful private con-
tribution to global governance in the future. An institutional approach to
private governance contributions is followed (see also Pattberg 2007: 49-56)
where the focus is on corporate norm-entrepreneurship within governance
systems. Although individual company codes of conduct may stimulate col-
lective norm-related processes, the different types of collective regulatory
arrangements are more relevant here.

Policy recommendations should address agents that have the legal or fac-
tual competence or authority to implement them. To keep them as close as
possible to the present state of the ‘global polity’, the envisaged agents of
such measures to stimulate meaningful corporate norm-entrepreneurship
are home states, host states, international organizations, and transnational
civil society. This choice presumes a certain understanding of the ‘consti-
tutionability’ (Dobner 2009) of societal self-regulation within the broader
institutional architecture of global governance. In contrast to heterarchi-
cal and supranational approaches, a neo-Westphalian understanding of the
constitutive rules that hold this global institutional architecture together
forms the basis. Against this background, general policy guidelines and more
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concrete policy measures are suggested referring to how and by whom the
conditions facilitating corporate norm-entrepreneurship could be strength-
ened and how corporate engagement could be channeled into the types of
transnational governance arrangements that come closest to meeting the
normative standards set out. Ultimately, the recommendations aim to rec-
oncile the prevalent ‘business case’ with the ‘public case’ for private norm
production and rule making by establishing a political and institutional
setting providing constitutive rules for ‘embedded norm-entrepreneurship’
within a newly emerging global public domain (Ruggie 2004).

9.1 The gap between likely and meaningful corporate
contributions to norm setting and norm development

When comparing the findings on the factors that facilitate corporate norm-
entrepreneurship with the evaluation of the different types of collective
self-regulatory arrangements, there is an obvious gap between what exists
or is likely to occur in the future, and what is desirable and may be encour-
aged by changing incentives and manipulating relevant push or pull fac-
tors. Although some necessary and additional factors that push companies
toward becoming norm-entrepreneurs and can pull them further to act as
collective norm-entrepreneurs were identified, the types of transnational
governance arrangements that are likely to occur still differ from ‘meaning-
ful’ corporate norm-entrepreneurship, from the normative perspective of
the effectiveness and legitimacy criteria applied in Chapters 7 and 8.

The findings on corporate norm-entrepreneurs’ contributions to glo-
bal governance revealed systematic shortcomings of effectiveness criteria
in all types of individual and collective self-regulatory arrangements,
particularly in ‘change of behavior’, ‘goal attainment’ and ‘unintended
consequences’ (Chapter 7). Expectations of goal attainment should take
into account that problem solving is unlikely to be achieved within any
single regulatory effort because the most critical problems in the social
world are of a multicausal nature and therefore demand many-pronged
governance approaches. However, the often disaggregated nature of pri-
vate self-regulatory initiatives — due to the predominance of the business
case over the public case — contributes to these failures because negative
externalities result from the unmanaged overlaps of numerous disaggre-
gated forms of self-regulation. Therefore, there is a need for independ-
ent verification mechanisms that evaluate the degree of goal attainment
and elaborate management of the links between the different functional
self-regulatory arrangements that tie private norm production back to the
public interest.

The observed lack of change of behavior shows effectiveness gaps caused
by the voluntary nature and often nonexisting enforcement mechanisms of
self-regulatory arrangements. Corporate norm-entrepreneurs may take up
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regulatory gaps and contribute to filling them by adding new normative
claims by which they commit themselves to certain norms. Due to the vol-
untary nature, they cannot guarantee that the new standards are universally
applied, and they may not even be willing to implement them. This deficit
points to the need for a shadow of hierarchy, or a functional equivalent, to
improve the still poor record of norm implementation and compliance to
prompt a factual change of corporate behavior.

Concerning participation, accountability, responsiveness, and authority,
the findings in Chapter 8 suggest that collective self-regulatory arrange-
ments have the potential to meet these legitimacy demands and can, in
principle, contribute in a meaningful way to governance beyond the state.
Problems arise when the initiatives are outwardly focused, noninclusive,
employ hierarchical modes of governance, or stray beyond first-order
governing by also engaging in meta-governing and second-order govern-
ing, that is, in setting constitutive rules and standards of appropriateness.
Indeed the empirical findings suggest that corporations prefer to collaborate
as norm-entrepreneurs within informal, noninclusive, and nontransparent
institutional settings that leave them as much autonomy as possible and
allow only minimal external control or limited independent accountability
mechanisms. In these types of collective self-regulatory arrangements, the
role of regulator seems to go together particularly well with what corpor-
ate norm-entrepreneurs may regard as the ‘business case’ in self-regulation.
However, from the broader perspective of global governance, the ‘public
case’ interests most. If there was an irreconcilable gap between the two cases,
one policy option could be to turn back the clock and reallocate regulatory
competencies from the private to the public sector. This would not only
ignore the great potential of corporate norm-entrepreneurship as a mean-
ingful complement to public regulation but also ignore that state failure was
the very starting point for considerations about involving nonstate actors in
new modes of governance. Hence, the suggestions follow a different course:
How can corporate contributions to governance beyond the state be embed-
ded in an institutional architecture that can guarantee that they serve the
business and public interests and by whom? The findings of Parts II and III
are brought together in Figure 9.1 to illustrate the starting point for further
considerations about how the gap between the business case and the public
case could be bridged.

General policy goals

When thinking about how to overcome the discrepancy between the extent
and forms of corporate norm-entrepreneurship that are likely to occur and
those that are desirable from the perspective of the ‘public case’, not all
factors identified in Chapter 6 as necessary or highly significant for cor-
porations’ decisions to engage as norm-entrepreneurs can be addressed by
concrete policy recommendations. Among the push factors, transnational
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Figure 9.1 Bridging the gap between the business case and the public case in corpor-
ate norm-entrepreneurship

public pressure, home state socialization, corporate culture, heterogeneity
of the regulatory environment, and vulnerability, only the first two could
be strengthened and are open to political interference. Vulnerability and
corporate culture are characteristics of a company that cannot be changed
from the outside, at least not easily. The same is true for the heterogeneity
of the regulatory environments to which potential norm-entrepreneurs are
exposed. In practical terms, it would not make much sense to appeal to
states to create more of this heterogeneity to mobilize more corporate norm-
entrepreneurship. Against this background, policy measures to increase the
level of corporate norm-entrepreneurship have to focus on strengthening
transnational public pressure and on fostering home state socialization that
enables cooperative relationships between state and market actors.

Policy recommendations should contain goals that aim to reach beyond
mobilizing corporate norm-entrepreneurship in all its possible manifesta-
tions. To bridge the gap illustrated in Figure 9.1, corporate norm-entrepre-
neurship should be increased and channeled into collective self-regulatory
arrangements that meet the normative demands of effectiveness and legit-
imacy. Otherwise, more corporate norm-entrepreneurship could result in
more transnational governance arrangements of the informal, noninclu-
sive, and nontransparent kind that only serve company interests of a high
degree of autonomy and weak accountability mechanisms. To counter the
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‘natural’ appeal of collective arrangements with institutional flexibility and
structural autonomy, incentives for corporate norm-entrepreneurs should be
provided that help to change corporate legitimacy perceptions and increase
the attractiveness of inclusive, discursive and noncoercive governance
arrangements. These institutions could potentially enhance the reliability
of corporate responses to public concerns while having broad stakeholder
inclusion. Moreover, they should hold private regulators accountable and
limit the substance and mode of regulation to what is legitimately in the
authority of the respective regulators. Finally, with reference to the output
related shortcomings identified in Chapter 7, the list of policy goals should
also include compliance and the avoidance of negative externalities.

9.2 The constitutional background of
policy recommendations

The global financial crisis was not necessary to demonstrate that private glo-
bal norm production within corporate self-regulatory or transnational pri-
vate governance networks cannot fully substitute public regulation without
the risk of falling short of providing public goods or, in this case, even ‘bads’.
This crisis could be regarded as a mere coincidence. However, failure and
crisis are the logical consequence of globalized private self-regulation in an
underconstitutionalized global polity. Globalization has broken the historical
unity of law and state. The political sphere beyond the state is still character-
ized by forms of regulation and legalization which, even though states take
part as co-regulators, lack fundamental governmental competencies, above
all the competence to allocate competencies, as traditionally held by the
state in the domestic realm (Habermas 2005: 328). Although business actors
increasingly carry a public role (Haufler 2001), market-based private self-
regulation systematically lacks the mechanisms that can safeguard its orien-
tation toward what is in the public interest. Leaving norm-related authority
to business corporations, based on their claimed expert knowledge, seems to
honor the rationality of professional expertise — and market interests — over
that of democratic checks and balances when it comes to defining stand-
ards of appropriate behavior. The more exclusive and self-referential private
self-regulation is, the more likely it will loose sight of the public interest.
Even professional first-order self-governing may not be founded on a suffi-
ciently broad knowledge base and normative orientation that would include
all stakeholder interests and expectations. Hence, there seems to be a par-
ticular necessity to link the often informal self-regulatory and self-referential
norm production of private actors back to standards of appropriateness that
are generally accepted as serving the public interest, and to some kind of
democratically legitimized political authority or public monitoring that can
guarantee a broader general interest orientation and hold them accountable
when they loose sight of ‘the public case’ or abuse their regulatory power.
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Although the recent financial crisis makes it easy to have the view that
governance beyond the state needs some kind of ‘government’ or ‘statehood’,
who should have or be conferred (by whom and on what grounds?) the legal
authority to define general normative standards for appropriateness, allo-
cate basic rights of norm addressees and obligations to norm-entrepreneurs
and to guarantee the rule of law is under dispute. What could and should
be the role of governments and that of other stakeholders in this context?
Does the constitutional order in which governance beyond the state is cur-
rently taking place provide an institutional core for the guaranteed checks
and balances that seem to be necessary to prevent self-regulation within
public-private or purely private governance networks from loosing its links
with public interest?

Policy recommendations for closing the gap between the most likely and
the more meaningful forms of collective private norm production can only
be incremental. It remains unclear if they are legitimate or can be imple-
mented with at least some prospect of success unless they also reflect the
status of the agents and the addressees of these measures, as conferred on
them by the constitutional setting in which they interact or claim regu-
latory authority. To develop a sufficiently realistic and forward thinking
understanding about the future interplay between the public and the private
sectors in the postnational constellation requires an understanding of the
constitutive rules of the present political organization of (world) society —
that is the way institutions are set up, how competencies are conferred and
how the status and basic rights of individuals are to be guaranteed within
the broader constitutional frame of a global ‘polity’. Whether certain policy
recommendations can contribute to making corporate norm-entrepreneur-
ship a more useful component of global governance depends on the consti-
tutional setting in which such recommendations are to be implemented.

9.2.1 Three approaches to the constitutionalization of
societal self-regulation

Three conceptual approaches can be distinguished in the academic debate
about the constitutionalization and constitutionability of governance
beyond the state: two from the periphery and one from the center of the
current international political order.

The heterarchical approach to constitutionalizing self-regulation

In the first approach, the heterarchical approach, the spread of transnational
self-regulatory activities in a growing number of issue areas is the key for
understanding the future political constitution of global governance and
its drivers (Willke 1996). Rather than coming from a central agency at the
top, the new legal frame is supposed to emerge from the periphery. Global
governance develops its constitutional shape in a spontaneous process, duz-
ing which - independent from a legally binding regulatory frame provided
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by the state or states — autonomous self-regulators are the authors of the
legal constitution of the ‘law-free’ governance processes in which they are
involved. This idea of an emerging ‘legal pluralism in an emerging world
society’ (Teubner 1997b: xiii) within ‘a multitude of decentered law-making
processes in various sectors of civil society’ assumes a multitude of sectoral
‘private governments’ on a global scale who — in an ‘act of self-validation’
make their own legal regimes. This approach breaks with the traditional
doctrine of legal sources. Teubner justifies this break by referring to the
pressures of globalization: “‘When the frame of rule hierarchy, with constitu-
tionally legitimated political legislation at its top breaks under the pressures
of globalization, then the new frame which replaces it can only be heter-
archical. It decenters political law-making, moves it away from its privi-
leged place at the top of the norm-hierarchy and puts it on an equal footing
with other types of social law-making’ (Teubner 1997b: xiv). The emerging
pluralism of constitutional setting reflects constitutionalization in the true
sense of the word, namely as a dynamic and open-ended process.

The new heterarchical political constitution that is supposed to be emer-
ging from the decentralized and horizontal self-constitutionalization of
functional self-regulators is the result of the fact ‘that the politics of sover-
eign states has lost its controlling potential’ (Teubner 1997b: xiv). Its further
development is therefore not in the hands of the state but has ‘close depend-
ency on other globalized social processes’ (Teubner 1997b: xiv), which have
to provide a functional equivalent to the guarantees of basic rights and the
rule of law of which the state (or states) is no longer assumed to be capable.

The supranational approach to constitutionalizing self-regulation

Another starting point for framing the political constitution of private
transnational norm production is Habermas’ legal supranationalism. This
approach is similar to Teubner’s in at least one respect: Habermas, too, is
‘de-coupling the concept of “constitution” from the nation-state and revi-
talizing it in the postnational shape of a politically constituted world soci-
ety’ (Habermas 2005: 345).! Without a world government, world citizens
constitute a global law of peoples (see also Rawls 1993), instead of states
constituting an international legal order. The understanding of the inter-
national system as a system of states is transcended by Habermas’ distinc-
tion between three arenas where different types of collective actors interact:
at the supranational level, a ‘world organization’ as the only actor, respon-
sible for the legal protection of human rights and international security, not
as a world government but equipped by the international community with
the right to impose political sanctions; at an intermediate level, functional
transnational networks that deal with the solution of technical problems
but without legal competence; and, finally, the level of the national states,
which still hold the monopoly of power and the primary responsibility to
guarantee internal self-determination (Habermas 2005: 336-7).2
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While the heterarchical approach rightly points to the spread of non-
state self-regulation and the lack of a state-based hierarchical constitutional
frame for keeping private transnational norm production from going astray,
his subsequent reliance on ‘other socialized global processes’ to make up for
this constitutional deficit is less convincing. It overestimates the controlling
potential already inherent in a decentered and grossly underconstitutional-
ized world society. A related critical point, which will be taken up again
later, should also be mentioned here; Teubner also overstates the loss of
controlling potential of the state. Habermas seems to share this skepticism
regarding the potential of a societal constitution ‘from the periphery’ to
actually guarantee the rule of law or intervene effectively in cases of private
norm-production where asymmetries of power and unequal opportunities
for effective participation can be discerned. His answer to the question of
how much and what kind of government is needed for the constitutional
framing of self-regulatory private global norm production transfers the nor-
mative content of constitution as a concept away from the state and into
the context of a politically constituted world society without a world gov-
ernment. Although he claims this to be more than a philosophical thought
experiment (Habermas 2005: 345-6), this approach loses some of its persua-
sive power when looking for empirical links to the existing world. Habermas
seems to regard the development of international law as the embryonic
stage of a new Kkind of constitutionalization that has a new focus, away
from strengthening the security and basic rights provided by the state, and
toward strengthening the legal status of individuals, making them subjects
of an international law of peoples and members of a society of world citi-
zens. This view certainly captures the essence of recent — and still ongoing —
developments in international law that aim to restrict the sovereign rights
of states and highlighting their responsibilities for individuals, including
the emergence of new norms and principles such as ‘humanitarian inter-
vention’ or ‘responsibility to protect’. However, these principles and rights-
in-the-making strengthen the political role of nonstate addressees and still
have to be guaranteed by states — which, due to the fact that more than half
of them are not democracies, are reluctant to change sovereignty preserving
international law standards.

What can be learned from Teubner’s heterarchical and Habermas’ supra-
national approaches to the political constitutionalization of global private
norm production? Both subscribe to the view that the historical unity of
law and state is fading with the end of the golden age nation state and thus
offer a postnational concept of constitutionalization: Not only states can
have a constitution; there can also be other sites of public authority within
a global constitutional system. Although their relative significance as future
functional equivalents to the hierarchical frame of a national constitution
may be controversial, there are different levels — or arenas — coexisting in
the political sphere beyond the state (see also Rosenau 2002). In each of
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these, some sort of governing takes place in connection with some kind of
private or supranational government. For Habermas, new general obliga-
tions for appropriate state behavior are emerging at the supranational level.
Governments have to lend their monopoly of power for collective action to
protect such fundamental rights when they are violated at the international
level, and nonstate actors interact in networks of sectoral self-regulation at
the transnational level. Teubner’s heterarchical understanding of the role
of these arenas and their functional links is much more horizontal and in
general less ‘orderly’, in a way closer to thinking in terms of common law
than civil law tradition (Teubner 1997a). Both approaches point to impor-
tant changes and new developments in the production of norms in a post-
national constellation, despite their different starting points. Yet both also
share an implicit understanding that the global polity is on its way to con-
stitutionalization rather than already constitutionalized.

The neo-Westphalian approach to constitutionalizing self-regulation

The last distinction separates the third perspective from the previous two.
It is simultaneously postnational and state-centered in framing the political
constitution in which corporate transnational norm production takes place
and is labeled ‘neo-Westphalian’ to distinguish it from the ‘heterarchic’ and
‘supranational’ perspectives. This approach views the current international
political and legal order as already constitutionalized on the foundation
of the basic principles of an international society in the tradition of the
Westphalian world of sovereign nation-states. The emergence of new modes
of governance in transnational regulatory networks is usually described as
reflecting the transition from an international society of states regulating
itself in the frame of ‘international governance’ to a world society in which
all kinds of public and private co-regulators produce norms within the much
more complex frame of ‘global governance’. While in general subscribing
to this description, the neo-Westphalian perspective would claim that the
emergence of these new ‘political complexes’ (Dobner 2009), including the
collective arrangements in which corporations act as norm-entrepreneurs,
has multiplied the sites and agents of norm production, but does not repre-
sent a fundamental challenge to the notion of a still state centered interna-
tional legal order.

To clarify this distinction between a fundamental change of the global
political constitution, and changes within this constitution, it is again
helpful to refer to Kooiman’s typology of meta, first- and second-order
governing (Chapter 8). The existing order, in which states are the only
actors who have or can confer legal authority, still provides the political
constitution for guaranteeing the rule of law and basic rights. The new
forms of transnational nonstate norm production are usually taking place
at the levels of meta and first-order governing. Norm setting and norm
development take place in the shadow of the legal authority of states, and
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states allocate and withdraw regulatory competencies to new sites and
norm-entrepreneurs.

From this perspective, transnational private governance activities, includ-
ing corporations that act as norm-entrepreneurs, do not have to invent their
own political constitution because they already operate in the shadow of
public second-order governing. The activities of nonstate norm produc-
tion already take place — and can only take place — because they have been
invited or because the masters of the game, the states, do not hinder them.
If states are overlooked, this does not mean that they were absent but that
there was no need, perceived or otherwise, for intervention. In this sense,
what in Teubner'’s view seems to have emerged ‘naturally’ did not emerge
within the context of a preconstitutional state of nature but within a state of
deliberate or conscious governmental restraint. The state — or states cooper-
ating in an international organization — could have stepped in at any time
and would then have had the legal competence to overrule the results of
private regulatory activities, as recent developments in the financial sector
have shown where banks were fully or partially nationalized. A state prefer-
ence for noninterference should not be misinterpreted as the disappearance
of the state. In other words, a governing authority can decide on nonac-
tion. Procedurally or structurally, states are still the governors even if, sub-
stantially, this leads to nongovernance. It is important to keep this ‘shadow
existence’ of the state in mind; the existing embedding of private norm-
entrepreneurship in an existing but perhaps not always visible, neo-West-
phalian, constitutional context.

A critical comparison of the three approaches

The criticisms of both Teubner and Habermas of the states’ loss of control-
ling potential and the subsequent need to reestablish government functions
somewhere else is met by the argument that the states have long taken up
this challenge by changing their roles, acting in different functions at dif-
ferent levels of governing. Within this new setting, their core responsibility
is focused on second-order governing. From here, states, as the only actors
equipped with the legal authority and competence-competence to do so,
set the rules of the game, act as guarantors and have the responsibility to
step in when the rule of law or basic rights are violated in norm production
processes at the other two levels of governing. States may refrain from enfor-
cing legally binding regulation themselves, sharing or granting regulatory
competencies to other actors, and participate as ‘activating’, ‘moderating’, or
‘enabling’ partners in governance. In meta-governing, they can play the role
of conveners and moderators and guarantee that all relevant views can be
articulated and a broad range of relevant stakeholders can deliberate with-
out coercion about what general moral standards of appropriateness should
guide concrete regulatory activities. In first-order governing, they can acti-
vate or license nonstate norm-entrepreneurs, set benchmarks, evaluate goal
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achievement, and, if deemed necessary, reintroduce (inter) state regulation.
By changing its role in the described ways, its controlling potential is only
needed in the core governance functions. Beyond these, the ‘new’ state
employs new instruments, such as ‘context steering’, benchmarking or goal-
agreements with private self-regulators by which it can make up for much of
its loss of control (Héritier 2002).

This conceptual approach is less radical than the previous two. Although
taking the transition from international governance to global governance
seriously, it also relies on the continuing significance of an already existing,
underestimated, unspectacular, and therefore sometimes overlooked con-
stitutional setting that is rooted in ‘international governance’, as, in ideal
analytical terms, the site from where global governance is still directed in
terms of constitutional norm setting and norm implementation. In the ter-
minology of Kooiman, ‘international governance’ is still responsible for the
second-order governing layer — or ‘the constitutional moment’ — within the
broader context of an overarching global governance architecture of creat-
ing and maintaining the institutional foundations of basic rights of partici-
pation, control of power, and self-determination. Within this setting, states
are the only legitimate agents with the legal authority to allocate specific
competencies to other actors.

This perspective, which is simultaneously neo-Westphalian and post-
national, has some merits and some shortcomings that should be mentioned
before it is used as the conceptual starting point for policy recommenda-
tions to optimize private contributions to global governance. Merits clearly
relate to its proximity to the existing world. The reality of transnational
regulatory networks is not denied, nor their usefulness as co-providers of
certain collective goods, the provision of which has become too burden-
some for some governments and which can be provided more effectively by
knowledge based expertise rather than legal authority. Nor does it have to
deny that the emergence of international law takes place in the teleological
view of the Habermasian vision of a law of peoples of a global civil soci-
ety. This perspective maintains the view that the constitutional project of
developing a legal framework for establishing the rule of law in horizontal
relationships between different types of actors does not necessarily have
to lead to the supremacy of supranationalism. It can be managed within
the context of a society of states but only at the expense of the new inter-
play between the actors, demanding an identity shift by all of them. This
implies that further development of the already existing elements of this
neo-Westphalian constitutionalization of global governance is required to
meet the new regulatory challenges.

Like its merits, the shortcomings of this neo-Westphalian approach to the
constitutionalization of societal self-regulation also relate to its proximity to
the reality of the existing society of states. International law, as the constitu-
tional framework for establishing the rule of law in horizontal relationships,
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is still underdeveloped and often violated. Whether it fulfils or is capable
of fulfilling its function at all is often disputed. Shortcomings are identified
in the international legal order and within its constitutive parts: The major-
ity of states are autocratic or failing states that can either not justify or not
use their exclusive formal authority effectively to impose legally binding or
even coercive regulation. Thus, the quality of the state system suffers from
that of its members. In norm setting and norm implementation, there is
an obvious discrepancy between states being ‘in charge’ on the one hand
and being unwilling or unable on the other. Transnational public pressure
from civil society thus becomes an indispensable driver for governments to
exert influence on transnational self-regulation. All this adds to the empir-
ical criticism that the society of states often fails to meet its second-order
governing responsibilities. In principle, states are the only legitimate agents
with the legal authority to allocate specific competencies to nonstate actors
and to provide the legal-constitutional framework that can guarantee the
rule of law. This is the basis for democratic and transparent decision mak-
ing in transnational sectoral policy networks, including the collective ini-
tiatives in which corporations act as norm-entrepreneurs, at the other two
levels of governing. Because second-order governing is the prime respon-
sibility of states in this neo-Westphalian understanding, the most critical
incidents are those where states fail to address this responsibility or leave
it — unjustifiably — to other actors. For this reason, governments and inter-
national organizations are the main agents for the implementation of policy
recommendations that refer to setting and maintaining the institutional
architecture within which private norm production can be a meaningful
contribution to global governance.

The differences between the three views may not be as fundamental as
they appear. In the end, they can be narrowed down to different estimates
of the relative weight and regulatory potential ascribed to developments
and actors at the transnational, supranational and international levels. No
doubt, the changes depicted from each perspective are taking place at all of
these levels, and, in this respect, the different views may even be comple-
mentary in depicting a three-dimensional picture of the whole.

9.3 General policy guidelines

None of the existing transnational private governance arrangements, no
matter how well or badly they perform in legitimacy or effectiveness, cre-
ated and maintained the conditions under which they could come into
existence by themselves. They were made possible by a constitutional set-
ting that allowed for a configuration of factors that encouraged corporate
norm-entrepreneurship and that may have been instrumental in transform-
ing it into meaningful governance contributions by creating incentives for
corporate norm-entrepreneurs to choose certain types of self-regulatory
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arrangements. Contrary to talk of their presumed ‘retreat’, states are still the
only actors who can — and do - provide such constitutional settings. The
rules that states define at the level of second-order governing for enabling,
limiting or preventing societal self-regulation may differ. Nevertheless, they
have the competence to set conditions that can facilitate corporate norm-
entrepreneurship, such as strengthening transnational public pressure or
fostering home state socialization under which cooperative relationships
between state and market actors can emerge. They can provide incentives to
enhance the effectiveness and legitimacy of corporate norm-entrepreneur-
ship, for example, with measures that increase compliance, reduce negative
externalities, or strengthen stakeholder participation and accountability.
Different configurations of these push and pull factors can lead to the
same end, depending on whether they primarily work through rationalist
or constructivist causal mechanisms. This leaves two options in the search
for policy recommendations to bridge the gap between corporate norm-
entrepreneurship as it is likely to occur and as it would contribute to global
governance in a meaningful way, given the various demands for effective-
ness and legitimacy: one option appealing to corporations as rational mar-
ket actors, and the other one appealing to them as good corporate citizens.

9.3.1 Appealing to corporate norm-entrepreneurs as
rational market actors

Appealing to the rationalist part of the identity of corporate norm-
entrepreneurs, the conditions for continuing public pressure on compan-
ies to engage in norm setting and norm development should be protected,
improved, or, created where they are nonexistent, as in non-OECD coun-
tries that leave little room for an autonomous civil society. In strengthen-
ing the business case for making corporate norm-entrepreneurship a more
meaningful contribution to global governance, the cost-benefit calculations
on which corporate preferences for informal, noninclusive, and nontrans-
parent institutional designs of the collective initiatives rest would have to
be changed in a way that makes it more attractive to them to include other
stakeholders, to formalize their decision making procedures and to make
them more transparent. This general policy recommendation has to be
viewed cautiously because corporations seem to have attached great import-
ance to being as autonomous and unaccountable as possible within existing
initiatives. Overdoing it might have the unintended consequences of com-
panies shying away from collective norm-entrepreneurship altogether.
Even with the expertise of corporate actors that could be of practical
use in norm setting and norm development, such as technical standards,
there is no guarantee that these activities are in the public interest. They
may primarily serve the interest of those who have the de facto power to
impose their preferences on others. Even private self-regulation at the level
of first-order governing has to be linked to a transnational public that can
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judge whether corporate norm-entrepreneurship is geared toward generally
accepted notions of what is in the public interest and serves the ‘public case’.
The link between the ‘business case’ and the ‘public case’ depends on two
conditions: the openness and transparency of self-regulatory arrangements,
and a functioning transnational public.

Both conditions refer to the role of government in transnational pri-
vate governance. Transparent, private, self-regulatory arrangements, and a
functioning transnational public may emerge naturally, reproduce, and put
themselves under (private) constitutional rule in reflexive horizontal inter-
action without further external incentives. As long as this is the case, there
is no need for the involvement of ‘governments in governance’. Existing
social (power) asymmetries can cause unequal opportunities of participa-
tion, nontransparency and a lack of effective accountability mechanisms.
In this case, the constitutional setting must guarantee that the ‘public case’
does not suffer from a lack of formality and that private regulatory arrange-
ments remain in the public interest. This requires a political authority that
can effectively guarantee the rule of law, accountability, and basic partici-
patory rights.

9.3.2 Appealing to corporate norm-entrepreneurs as
good corporate citizens

Policy recommendations could also address the social rather than the eco-
nomic identity of corporate norm-entrepreneurs or norm-consumers. This
may be the longer road to success but is perhaps the more sustainable. The
causal analysis concluded with two options for socializing corporations into
changing beliefs and, ultimately, into taking on a new role as (collective)
norm-entrepreneurs: First, corporations can be habitualized into a new gen-
eral understanding of their role and responsibilities in business-government
relationships as part of the home state socialization. This implies that state
actors regard and treat corporations as partners instead of pure norm and
rule addressees. Public actors have to concede that business actors are will-
ing to act responsibly and therefore deserve to carry out political tasks.
Second, changing corporate beliefs of normative criteria that lead them
to perceive an institutional design of an initiative as legitimate. Intensive
dialogue and interaction with corporations might increase the acceptance
of formal agreements, inclusion of relevant stakeholders and meaningful
accountability mechanisms.

This second set of general policy guidelines differs fundamentally from
the previous one in the means employed to change corporate behavior and
thinking. While the former needs pressure and sanctions, that is, hierarch-
ical instruments of political steering, to be successful, the latter relies on
soft modes, such as identity shift by learning and persuasion. These tools
may render the strategic options incompatible to some extent because the
need for trust and the effect of mistrust do not go together well. The Global
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Compact serves as an example of how to avoid this dilemma: This initiative
fostered corporate norm-entrepreneurship by employing pull factors such
as informality and autonomy, only to gradually introduce soft sanctioning
mechanisms, relying on normative self-entrapment that would increase the
costs to corporations that might want to exit.

9.3.3 Stages of public intervention

Publicly embedded private self-regulation can rest on very different kinds of
involvement by ‘governments in governance’. These kinds of involvement
can have different purposes, ranging from encouraging corporate norm-
entrepreneurship at the bottom level of public involvement, to steering it
proactively into a meaningful reconciliation of the ‘business case’ with the
‘public case’. Within the political organization of world society previously
identified as neo-Westphalian, a shadow of hierarchy can be cast on busi-
ness self-regulation by individual states and international institutions that
use their exclusive right to allow or prohibit private norm production. In
principle, national and international law can enforce legally binding regu-
lation on business actors, although individual states may be reluctant to
accept strong international regulation and, rather, want to protect ‘their’
companies.

To give a general conceptual framework to the policy recommendations
discussed in the following section, it is useful to take a closer look at the
‘ladder of public intervention’ in societal self-regulation. At the bottom level
of public involvement in private self-regulation, only constitutional gov-
ernance contributions by public regulators take place. Their main (or only)
purpose is to provide a legal framework for allocating rights and responsibil-
ities without prejudicing the future role that the actors who are authorized
to provide and change this frame — namely the state in the national context
and international organizations in the sphere beyond the state — will actu-
ally play within this frame.

Governments and international organizations can exercise their powers
to encourage self-regulation or to steer it in a certain direction. The soft-
est instrument for keeping potential corporate norm-entrepreneurs in line
with the ‘public case’ consists of providing incentives that encourage or
discourage certain forms of voluntary private governance contributions
by manipulating the cost-benefit calculations of corporations. State influ-
ence on private norm-entrepreneurs would only provide the constitutional
setting — including the state’s formal competence to intervene if the con-
stitutional rules of the game are violated — and would refrain from using
its competence to intervene in substantive policy making. Private regula-
tors are considered primarily as co-providers of governance functions and
norm producers rather than rule takers. The role of the state or of inter-
national organizations would thus be limited to activating, enabling, and
guaranteeing self-regulation by providing a legal framework; in Kooiman's
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terminology, they are limited to performing functions at the level of second
order governing. However, this is far from a complete retreat because the
state remains the master of the constitutive and procedural rules of the
game. Given the interest of companies’ home states in avoiding more bind-
ing external constraints on ‘their’ companies, second-order governing may
in fact be the main contribution of international organizations to regulat-
ing self-regulation, for example, by providing space and communication
forums for substantive norm production, including NGOs and corporations,
at the levels of meta and first-order governing.

Mere encouragement would be confined to public regulatory activities at
the level of second-order governing. Steering may go further when its pur-
pose is expanded to ensuring that corporate norm-entrepreneurship in self-
regulatory arrangements also serves the public interest. Hence, at the next
step on the ladder of public intervention tougher forms of public involve-
ment in self-regulatory arrangements change the interplay between pub-
lic and private regulators. Constitutional guarantees, encouragement, and
incentives are now complemented by instruments such as benchmarking,
accreditation, or licensing. These are still instrumental in activating vol-
untary self-regulation rather than imposing legal obligations. The state or
international organizations slip into the role of co-regulators who actively
take on (or take part in) meta-governing functions by prescribing goals to
be achieved by self-regulatory arrangements or monitoring and evaluating
their performance. Self-regulatory initiatives have to follow these proce-
dures if they want to avoid the risk of losing their reputation, legitimacy,
or their legal foundation because of waning political support. At this step
on the ladder, the shadow of hierarchy, that was present but inactive, reap-
pears. This reappearance is not as hierarchical legally binding intervention,
but as the whip that makes private regulators anticipate the ‘public case’
as a guide for their regulating activities if they do not want to be over-
ruled by legally binding intervention. While these concrete instruments for
influencing corporate norm production in self-regulatory arrangements are
only available to the state and international organizations, NGOs can use
an effective functional equivalent. By monitoring, shaming and blaming or
threatening to withdraw its public approval they, too, can make corporate
norm-entrepreneurs anticipate public concerns.

At the top of the ladder, the threat of hierarchical intervention by the
state or international organizations through legally binding regulation
at the level of first-order governing is a tough mode of guaranteeing the
‘public case’. State or international organization intervention in private
self-regulatory practices would now be more prohibitive than withdrawing
the often implicit and tacit, but only borrowed authority to self-regulate.
The right to self-regulation may be overruled and the existing legal vac-
uum will thus turn into a legally grounded obligation or responsibility. At
this stage, voluntary but unsuccessful corporate norm-entrepreneurship in
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public normative demands would give way to obligatory compliance with
the law. However, public regulators have to be careful in moving to the top
of the ladder. It may have unintended consequences, including the risk of
discouraging norm-entrepreneurs altogether and letting corporations fall
back into their former role of lobbyists and norm-consumers rather than
co-performers of governance functions.

9.4 Policy recommendations

How can these general policy goals translate into concrete measures to bridge
the gap between likely and desirable corporate contributions to transnational
governance? Who are the agents that could implement such measures? In
the previous chapters, the case was made in favor of a functional division
of labor between arenas and configurations of actors, and in accordance
with the sources of authority that they possess to improve the effectiveness
and legitimacy of transnational governance. Policy recommendations can
refer to the constitutive rules of the political order in which transnational
norm production takes place. In Kooiman's terminology, basic polity-related
measures primarily call for public agency to allow or overrule with legally
binding state regulation certain forms of self-regulation, to allocate specific
competencies to certain regulatory arrangements and specific rights and
obligations to certain actors. These policy recommendations should simul-
taneously aim to encourage corporate norm-entrepreneurship and to chan-
nel it toward the normatively desirable variants identified in Chapter 7 and
8 by directly addressing the factors identified as important influences on
corporate behavior. Transnational public pressure and home state social-
ization are the most significant among these factors to encourage norm-
entrepreneurship. Compliance should be increased, negative externalities
minimized and the legitimacy of self-regulation enhanced to turn norm-
entrepreneurship into meaningful contributions to global governance.
Governments, international organizations, and NGOs are therefore all
important addressees of complementary policy measures. When states are
unwilling or unable to provide adequate regulation for self-regulation, and
stand in the way of regulation in international organizations, transnational
public pressure may be the only available policy option. As a powerful influ-
ence on corporate behavior, transnational public pressure from civil society
organizations can be an effective functional equivalent to measures under-
taken by states or international organizations. In case both of the latter fail to
make use of their legal regulatory competence, either because they are unwill-
ing or unable to exert effective influence on corporations, civil society may
even be the only agent left. Yet civil society activists may be unable to exert
pressure if they are not allowed to organize themselves in their host country,
or because the stakeholders addressed by them, such as customers, investors,
shareholders, or the media, are not responsive to their campaigns.
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Here again, states and international organizations could play an import-
ant role by spreading fundamental civil and political rights to guarantee
self-determination and control of the abuse of power. The following recom-
mendations therefore include measures that could be taken by states, inter-
national organizations, and NGOs. They follow the policy goals identified
in Section 9.3, addressing the conditions that encourage corporate norm-
entrepreneurship as well as those that can be instrumental in improving the
effectiveness and legitimacy of collective self-regulatory arrangements.

9.4.1 Addressing conditions that facilitate
corporate norm-entrepreneurship

Two main conditions required for the spread of corporate norm-entrepre-
neurship have been identified in this study: an active transnational public
that can put pressure on corporations, and a specific type of home state
socialization that encourages corporations to take on political responsibility
and engage in rule setting and development.

(1) Enabling transnational public pressure

Transnational public pressure is neither a static object nor a fait accompli.
Therefore, states should adopt legislation and incorporate strategies at the
national level to institutionalize opportunities for civil society formation
and involvement. NGOs should be guaranteed the rights of organization,
articulation, and participation in national and international governance
processes. This includes an enabling environment and supportive institu-
tional opportunities for social movements and networks of civil society
groups to organize across borders. Such support might stimulate the often
informally structured processes of agenda setting, public opinion forma-
tion, and transnational pressure, which trigger and facilitate corporate
norm-entrepreneurship.

However, it has to be acknowledged that civil society starts from varying
maturity levels and differing points of access to the policy process depend-
ing on the country of origin and operation. This might be prejudicial to
the further development of a transnational public in certain states. In
open societies, governments should start policy dialogues, providing add-
itional voice opportunities for civil society organizations, and invite them
to participate in deliberative forums and councils. For countries that are
less willing or capable of stimulating the emergence and activities of civil
society, the involvement of international organizations becomes particu-
larly important. International organizations can take steps to reform their
accreditation systems in a way that allows for institutionalized consultation
and inclusion of civil society actors. Some international organizations, such
as the United Nations Economic and Social Council (ECOSOC), grant a for-
mal consultative status to NGOs that allows them to participate in the work
of the United Nations in many ways. Other organizations, such as the World
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Trade Organization (WTO), are reluctantly opening themselves up to NGOs.
The WTO has adopted guidelines that state that it ‘recognizes the role NGOs
can play to increase the awareness of the public in respect of WTO activ-
ities”.? Civil society actors are still granted only limited access to negotia-
tions, and their right to distribute papers is constrained. There is still a long
way to go to enact the commitments articulated by former UN Secretary
General Kofi Annan or World Bank President James D. Wolfensohn to ‘part-
nerships involving Governments, international organizations, the business
community and civil society’ (Annan 1998) or to the need ‘to build coali-
tions for change’ (Wolfensohn 1999). International organizations could fur-
ther improve the provision of supportive measures to allow for more access
and ensure a better balance between NGOs from the industrialized and the
non-OECD world.

In addition to supporting the empowerment of NGOs, international
organizations could also do a lot to improve opportunities for genuine dia-
logue between stakeholder groups. Following the model of the overarch-
ing Global Compact system, the United Nations could establish tripartite or
stakeholder consultations in more issue areas, not just in implementation
partnerships — as is already aspired to within the Millennium Development
Goals framework — but also in discussion boards, roundtables, and other
forms of standard setting institutions.

Finally, transnational NGOs or pressure groups could improve their cam-
paigning strategies by not only attacking the ‘usual suspects’ but also con-
sidering companies that have not been in the spotlight of media attention.
NGOs and their networks tend to target the same few companies and to apply
their naming and shaming strategies to only a few sectors, often focusing
on ‘business-to-consumer’ companies or on those sectors that are known for
their doubtful practices, such as the extractive industries. Corporate norm-
entrepreneurship and the role shift required for meaningful collaboration
in global governance could be extended to large corporations from other
sectors, from outside the OECD world and small and medium companies. To
achieve this extension, transnational NGOs could focus more on facilitating
and empowering smaller civil society groups from other parts of the world
who could then engage in more direct pressure and appropriate dialogue in
their countries and regions.

(2) Fostering home state socialization

States can foster processes of corporate socialization by creating forums for
regular dialogue among national stakeholder groups. In this context, corpo-
rations should be asked to share their political views on governance issues
and communicate how they can and want to contribute to the provision of
public goods. More generally, an open discourse on the political role of com-
panies should help to reduce prejudices and unlock corporate regulatory
potential. Governments can encourage corporate norm-related behavior at
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the national and international level by promoting self-regulatory initiatives
and innovative public-private partnerships. Furthermore, states can invite
business actors to participate in working groups and national roundtables
to raise awareness and invoke learning processes among corporate actors.
States can introduce frameworks for action and share regulatory competen-
cies to set the context for corporate norm-entrepreneurship.

Not just home states can socialize corporations into a new self-perception of
their political role and responsibility as good corporate citizens. International
organizations may also engage in this ‘education’ process and, particularly
in the case of unwilling or unable national governments, provide institu-
tional substitutes for national socialization. International organizations
should allow for corporate consultation and inclusion in regulatory discus-
sions far beyond the Global Compact.

Civil society actors, in addition to their roles as watchdogs and in pres-
sure groups, also have a role to play, just like states or international organi-
zations, in the educational and social interaction process that is required
for challenging traditional role perceptions. For example, they could lend
their expertise to business schools as powerful multipliers of business ideas
that shape the mind-sets of future business leaders. Initial steps were under-
taken in this direction when the United Nations launched the ‘Principles for
Responsible Management Education’ in April 2008 under the patronage of
Secretary-General Ban Ki-moon. Generally, to foster socialization processes
in good faith, NGOs have to undergo a role shift themselves — at least under
certain circumstances and in certain settings — and understand themselves
as discussion partners rather than as opponents of corporations.

9.4.2 Addressing the effectiveness and legitimacy of
corporate norm-entrepreneurship

While policy recommendations so far referred to strengthening the influence
of factors important to corporate decisions to engage in norm-entrepreneur-
ship, the following recommendations address the shortcomings of self-
regulatory arrangements, namely in effectiveness and legitimacy demands.
Regarding effectiveness, policy measures should tackle the lack of compli-
ance and should strive to control negative externalities. Legitimacy deficits
concern the reliability of responses to public concerns, broader stakeholder
participation, instruments of transparency that can hold private regulators
accountable, and policies to limit the substance and mode of regulation to
what is legitimate under the authority of the private regulators.

(3) Increasing compliance

To increase compliance with the norms and rules set out in self-regulatory
arrangements, governments and international organizations have a whole
range of measures at their disposal, from the lowest to the highest steps on
the ladder of intervention. Among the soft modes of influencing compliance
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could be incentive structures, such as granting export credits or preferential
treatment in public procurement programs to complying corporations. In
framing the rules under which self-regulatory arrangements can operate, states
or international organizations could allocate self-regulatory competencies —
for example, through registration or accreditation — only if effective com-
pliance mechanisms are foreseen as part of the institutional structure of a
proposed initiative.

Should self-regulation continue failing to ensure compliance and should
cooperative or soft steering instruments not lead to improvement, tougher
legal and enforcement mechanisms can be adopted. For example, states
could set binding targets to be achieved by self-regulatory initiatives. They
could impose financial sanctions when targets are not met. By increasing
their commitment to international negotiations, states might foster the
emergence of binding international law, which in turn could put further
pressure on national executive and legislative bodies to make use of avail-
able tools and instruments for regulating self-regulation.

Perhaps most importantly, states could combine the effectiveness of
self-regulation in rule-setting with their own responsibility for providing
enforcement institutions that are difficult to maintain by nonpublic actors.
Monitoring procedures and dispute resolution mechanisms could be ful-
filled by or tied to public authorities so that actors who have a public man-
date and the necessary resources, expertise, and — above all — authority for
such functions guarantee rule compliance and redress for rule violations. At
the same time, the substance of the rules would still incorporate business
expertise and interests in efficient rules.

The particular role of international organizations in this could be to
contribute to a level playing field. They are comparatively free from the
suspicion of pursuing political or economic interests when monitoring
and judging corporations from different countries, and could establish
an international complaint procedure for noncompliance with various
self-regulatory arrangements. This could significantly improve the com-
pliance record even if it only resulted in nonbinding recommendations
for either compensation to be paid by the corporation or for implemen-
tation steps to be taken by national governments. In addition to such a
procedure aimed at providing redress, ‘compliance committees’ could be
established at the level of international organizations, with the mandate
to collect and verify information and to screen corporate behavior for
norm compliance.

International organizations could develop a model for procedures to han-
dle corporate noncompliance, which could include supportive measures to
tackle the causes for noncompliance systematically, such as assisting com-
panies that have trouble in meeting their obligations. Where environmental
and social impact assessment is required of corporations with no planned
production sites, international organizations could undertake these instead
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of business advisers. They could also play an important role as neutral con-
veners of the required consultations.

Civil society actors, finally, could also contribute to increasing compliance
by engaging in institutionalized monitoring of corporate behavior. This
could take place in corporation with the companies or with international
organizations. Cooperative rather than confrontational efforts to increase
compliance would reflect that failure to comply might be caused by a lack
of knowledge and capacity. In that case, exerting public pressure would be
less effective than providing policy support and information. Again, a role
shift would be required of NGOs as well. If states and international organi-
zations remain unwilling or unable to install an international accreditation
and enforcement mechanism for self-regulatory arrangements, NGOs might
have to step in and provide a substitute, perhaps even in collaboration with
international business and trade-union associations.

(4) Minimizing unintended consequences

Although all of the addressees of these policy recommendations can con-
tribute to avoiding or limiting unwanted side effects of corporate norm-
entrepreneurship and self-regulatory arrangements, effective intersectoral
externality management can only be established at the level of international
organizations and with the participation of governments, business, and
civil society.

The shortcomings tackled by an externality management system are
mainly the result of the widely uncoordinated proliferation of countless
self-regulatory arrangements across the whole range of policy fields, and
of overlaps among often competing normative orders with different levels
of regulation. To avoid the negative externalities that emerge from these
complex, multilayered and multistandard policy areas, states and inter-
national organizations can pool their resources to improve the knowledge
base necessary for overseeing the self-regulatory world. Only on the grounds
of comprehensive information can adequate mechanisms be established for
reacting to instances where, for example, new standards fall behind exist-
ing ones, or where problems, such as scarcity of resources, are shifted to
other areas. Public actors could regularly publish data on such instances, set
guidelines and goals for addressing the shortcomings, and provide financial
or personal resources to manage interface problems in accordance with pub-
licly set timelines. Generally, states and international organizations should
aim to set overarching policy goals for all self-regulatory arrangements. They
should act as conveners of open communication forums in which overlap
problems could be identified and action plans developed. Finally, and again
at the international level, dispute resolution mechanisms are needed to
resolve cases of regulatory collisions. The role of civil society actors would
primarily consist in providing information about negative externalities and
clashes between the ‘business case’ and the ‘public case’.
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(5) Improving the legitimacy of self-regulatory arrangements

States and international organizations should provide incentives for cor-
porate norm-entrepreneurs to cooperate in inclusive, discursive, and non-
coercive governance arrangements that would enhance the reliability of
responses to public concerns, foresee broad stakeholder participation, hold
private regulators accountable, and limit the substance and mode of regu-
lation to what is legitimate under the authority of regulators. States can
encourage or discourage certain types of self-regulatory arrangements. They
can support these initiatives as role models and offer them preferential
treatment in national procurement laws. More specifically, such as in the
case of the Global Reporting Initiative, states could require — or at least
recommend - that company annual reports have to be in line with the GRI
guidelines and thus make the content of a voluntary initiative a standard
for the implementation of national law. If incentives fail to have the desired
effects, states could consider sanctions such as withdrawing accreditation or
license to operate, or by replacing voluntary standards with mandatory law,
thus demonstrating that the metaphorical whip is a serious policy option
that they are capable and willing to use.

Before resorting to this, states should directly address companies and pos-
sibly involve other stakeholders in deliberations over the requirements of
legitimate self-regulation, such as transparency, inclusiveness, and effective
accountability mechanisms as general standards of appropriateness to keep
corporate self-regulation in line with the public interest. Again, individual
governments can also take the lead by acting as role models in public pro-
curement. They can set incentives by privileging companies that engage in
inclusive and accountable self-regulatory initiatives or by blacklisting irre-
sponsible companies and self-regulatory initiatives.

International organizations would have to play a key role in regulating
collective self-regulation by serving as registering, accreditation, and licens-
ing bodies for initiatives. Their seal of approval would only be granted to the
self-regulatory initiatives that take institutional and procedural precautions
to meet the above-mentioned legitimacy demands. The accreditation of self-
regulatory initiatives would depend on criteria such as broad stakeholder
participation and transparent accountability mechanisms. Registration,
accreditation, or licensing may also require the acceptance of fundamen-
tal governance goals, such as the 10 principles of the Global Compact. This
example shows that international organizations, in addition to acting as
‘chartering’ bodies for self-regulatory initiatives, can also play an import-
ant role in the embedding of self-regulation by convening public forums in
which the threshold for acceptable standards can be identified. The stand-
ards could concern the recognition of basic rights of norm-addressees, par-
ticularly when self-regulation is outwardly focused, or the participation of
stakeholders and basic obligations for corporate norm-entrepreneurs to act
in the public interest.
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International registration, accreditation, and licensing could require
mandatory or optional acceptance of a transnational court of appeal deal-
ing with violations of rights and obligations in self-regulatory initiatives.
Sanctions could include the withdrawal of accreditation or even the license
to self-regulation, and ultimately an appeal to public regulators to step in.

9.4.3 Concluding remarks

To reconcile the ‘business case’ with the ‘public case’ measures for regulat-
ing self-regulation are necessary at the level of second-order governing or
meta-governing at a minimum, or even first-order governing if unavoid-
able. However, turning corporate norm-entrepreneurship into a meaningful
component of transnational governance using ‘embedded self-regulation’
not only requires a role shift by international organizations, states, and
civil society actors. It also calls on corporations to accept and live the role-
shift necessary to take on responsibility for the provision of public goods.
Corporate decisions to engage as norm-entrepreneurs might be institution-
ally stimulated to some extent but it ultimately depends on corporate willing-
ness to break new public ground. As John Ruggie, UN Special Representative
of the Secretary-General for Business and Human Rights, emphasized on
2 June 2009: ‘The solutions for the economic crisis and for business and
human rights point to the same direction: governments adopting policies
that induce more responsible corporate behavior, and companies adopting
strategies that reflect the inescapable fact that their own long-term pros-
pects are tightly coupled with society’s well-being’.*

Notes

1. Authors’ translation.

2. Other authors have analyzed similar issues but have primarily looked at the
emergence of new empirical phenomena, such as global public policy networks
(Reinicke 1998) or the increasing importance of government networks (Slaughter
2004).

3. http://www.wto.org/english/forums_e/ngo_e/ngo_e.htm, date accessed 10 July
2008.

4. John G. Ruggie, cited in ‘Business and human rights matter more than ever, expert
tells UN council’, UN Press Release, UN Press Center, 2 June 2009; http://www.
business-humanrights.org/Links/Repository/370988, date accessed 11 July 2009.
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